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EE MYUNG-BAK WAS blindsided by the protests against the Ko- 
rea-U.S. Free Trade Agreement. And no wonder. Having won 
an electoral mandate to improve relations with his country’s 
main ally just weeks earlier, he could not have expected a marginal 
protest movement which transparently distorted the risks of U.S. beef 
imports to turn the trade pact into an emotional issue of food safety. As 
we went to press, the protests were growing smaller, but more militant; 
unions were calling for a general strike. | 
As Don Kirk writes in this issue, Mr. Lee contributed to the prob- r 
lem with his usual “bulldozer” approach to opposition. That may have | 
worked as mayor of Seoul. But South Korea is famous for chewing up 
and spitting out once-popular presidents. Mr. Lee seems to have learned 
this lesson, and has repeatedly apologized and worked with the U.S. to 
reassure the Korean public that American beef is safe. To his credit, he 
is now moving ahead again with his agenda. 
Bernard Gordon lays part of the blame on the FTA process itself. Mul- 
tilateral trade deals through the World Trade Organization are not only 
economically sound in that they do not distort trade flows, they also 
tend to diffuse tensions by giving each country a broad range of incen- 
tives to ratify, as well as the loss of many markets if it does not. By push- 
ing bilateral deals, Washington sacrificed global leadership and made 
itself a fat, juicy target for protectionist interests across Asia. 
Evans Revere, president of the New York-based Korea Society, looks 
at the damage to the critical U.S.-R.O.K. alliance and how to make re- Á 
pairs. South Koreans recognize that they live in a dangerous neighbor- 
hood, and the importance of maintaining a credible security relationship 
with Washington trumps all other concerns. But at the same time, the 
next U.S. president should realize, they do not want to feel that the U.S. 
is using that leverage to take advantage of them on other fronts. 
Meanwhile governments elsewhere in Asia are also embattled. This 
month we bring you updates on the domestice politics of Thailand and 
Malaysia, where in very different ways, reformist forces are trying to 
undo the social compacts that underpinned stability for decades. 
Everywhere strife is exacerbated by the rising price of fuel. Jona- 
than Anderson and Charles De Trenck analyze the effect this is having 
on the general price level and the region’s export growth engine. The 
good news is that an inflationary spiral is not yet inevitable, as long as 
food prices stabilize, but faltering demand from developed countries is 
exacerbating the slowdown in trade. 
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Thaw On Ice 


I FIND YOUR articles engaging and well 
analyzed. It is a real pity that just when 
the long frigid Sino-Japan relationship 
begins to thaw, Japanese Prime Minister 
Yasuo Fukuda’s popularity has started to 
take a southward dip. Confronted by vir- 
tually unsolvable problems within his own 
LDP party as well as the nation at large, Mr. 
Fukuda’s days seem numbered. 

Only not so long ago, the buoyant Mr. 
Fukuda vowed to turn the tide of the de- 
clining LDP after taking over from the 
dejected and lackluster former Prime Min- 
ister Shinzo Abe. Mr. Fukuda offered to 
share power with the opposition pps while 
working hard to build a better platform for 
consolidating the growing rapport with 
China. All this now seems futile. Regret- 
tably, Sino-Japan friendship may take a 
drastic downturn if the old core guards of 
LDP were to decide to replace Mr. Fukuda. 
This would not bode well for the peace and 
harmony of East Asia. 

Munti Dann 
Penang, Malaysia 


Bovine Intervention 


THE “MAD-COW CASE” in Korea is not as 
simple as reported by Hanjo Kim’s article 
(“Seoul’s Mad-Cow Fiasco”) on www-feer. 
com. Instead, it is a surprising outcome 
from a series of mistakes by the Korean 
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government in the course of negotiating 
the import deal with U.S and then local 
citizens’ sensitive reception to the whole 
case resulting in an unprecedented taking 
to the streets in candlelit vigils for several 
weeks. 

Yes, the facts should be known and 
shared properly and logical discussion 
should prevail. The past several weeks, 
however, clearly showed that the Korean 
government could not handle this sensi- 
tive issue in a convincing and transparent 
way. What came out instead was a repeat- 
ed display of mistakes and lack of profes- 
sional management. Also the government 
ignored the matter of “national pride” 
without due care and political sense. It 
was really disappointing and cause of an- 
ger for most Koreans as shown in recent 
opinion polls. 

J.C. Park, Korea 
via FEER.com 


Come Out Mr. X 


AS A COMMITTED media analyst, who has 
worked in China and also who has created 
reports and given them to government, I 
have to say that the May 2008 essay “Chi- 
na’s Holistic Censorship Regime” was a 
great article. But it contained nothing that 
is not already being said and discussed in 
the private sector, in media analysis given 
to private clients and even to governments, 
though it is comforting to know someone 
is trying to remind us of the issue. It would 
be a much more powerful statement if the 
author, “Mr. X,” would reveal himself, but 
then, we already know why that won't 
happen. He’s told us all about it. 

Gerry Garcia 

via FEER.com 





Korea’s ‘Bulldozer’ 
Leader Hits the Wall 


by Donald Kirk 


HE DEMONSTRATIONS 
that broke out on the 
streets of central Seoul on 
May 2 surprised everyone 
who should have been ina 
position to anticipate them. The staff of 
South Korea’s new president, Lee Myung- 
bak, had no notion of the depth of the emo- 
tions, the possible scope of the protest or 
its duration. The U.S. Embassy in Seoul 
and the U.S. military command—with 
their far-reaching networks of contacts 
and large staffs with the capability of scru- 
tinizing Korean Web sites—were equally 
in the dark about the demonstrations, the 
forces behind them and their underlying 
causes. Both the Blue House, the center of 
presidential power in South Korea, and the 
U.S. government believed the outburst was 
a passing phenomenon, one from which 
the country, the government and U.S.-Ko- 
rean relations would quickly recover be- 
fore moving on to weightier matters. 

The reason for the initial optimism was 
simple. Why would anyone want to keep up 
a protest against what seemed like a rela- 
tively simple matter of an agreement by the 
Korean government to resume importation 





of America beef? True, all U.S. beef was 
banned in December 2003 after the diag- 
nosis of mad-cow disease in one cow in the 
state of Washington, but U.S. health offi- 
cials had offered repeated assurances of the 
safety of American beef, and President Lee 
was sure when his agriculture minister 
signed an agreement to import all U.S. beef 
in April that the problem was behind him. 
The agreement banned the import of cer- 
tain “specified risk materials,” including 
vertebrae, but placed no limit on the age of 
the cattle when slaughtered. 

With the beef deal behind him, Mr. Lee 
flew to the U.S. and a summit with Presi- 
dent George W. Bush at Camp David at 
which they both hoped to “strengthen U.S.- 
Korean relations.” Among other things, 
they were counting on the National Assem- 
bly in Korea and the U.S. Congress to ratify 
a free trade agreement, worked out in near- 
ly one and a half years of laborious negotia- 
tions that would vastly increase commerce 
between the two countries. Mr. Lee, witha 
conservative majority in South Korea’s as- 
sembly, anticipated no problem there, and 
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Mr. Bush figured the FTA would get through 
the Congress now that Korea was open to 
U.S. beef. Although beef was not specifical- 
ly included in the deal, members of Con- 
gress, led by Democratic Senator Max 
Baucus, chairman of the Senate finance 
committee, from Montana, a major beef- 
exporting state, had said flatly Korea had to 
reopen its beef market, the third largest for 
U.S. beef as of the end of 2003, or the FTA 
was dead. 

Although surprises have occurred in 
Korea with remarkable regularity since 
the division of the Korean peninsula be- 
tween its northern and southern “halves” 
at the end of World War II, nobody was 
ready for the shock from the streets of 
Seoul after Lee and his entourage had re- 
turned from what had appeared as a tri- 
umphant visit to the U.S. The protest 
began on May 2, at first a few hundred peo- 
ple, then several thousand, gathering 
nightly, holding candles in paper cups, 
building in intensity until upwards of 
100,000 poured into central Seoul on June 
10, marching to a barricade of cargo con- 
tainers blocking the way to the American 
Embassy, the Kyongbuk Palace and the 
Blue House behind it. Nothing quite like 
this outpouring of public sentiment had 
occurred since the nightly candle-lit pro- 
tests after the acquittal by a U.S. military 
court of two American soldiers whose 48- 
ton armored vehicle had run over two 
schoolgirls during an exercise north of 
Seoul in June 2002. 

Cartoon images of mad cows, the song- 
and-dance of young people singing satiri- 
cal verses, and musicians in folkloric 
costume banging on drums and cymbal all 
made for made for some colorful street 
theater. Teenagers gathering on the once- 
grassy, now thoroughly trampled, plazain 
front of Seoul City Hall, and parading 
through central Seoul, complaining of 
their fear of contracting mad-cow disease 
from school lunches of hamburgers made 


from American beef, suggested the breadth 
of the movement. Leftist political parties 
and labor organizations were at the fore- 
front, their flags waving fiercely above the 
demonstrators, but the protest clearly had 
struck a nerve, perhaps an open wound, in 
the Korean consciousness. 

It was easy to say the United Demo- 
cratic Party, the main opposition force, 
had seized upon the beef issue as a device 
for wreaking revenge for the drubbing that 
President Lee had inflicted on its candi- 
date, the left-leaning Chung Dong Young, 
in the December presidential election. It 
was also too easy for American officials to 
say how unsound, how unfair, were the 
complaints of the protesters about the food 
the U.S. wanted to foist upon unsuspecting 
Koreans. Quite unwittingly, the U.S. am- 
bassador, Alexander Vershbow, set off a 
firestorm of invective by politely express- 
ing the hope that Koreans “begin to learn 
more about the science and about the facts 
of American beef and that this issue can be 
addressed constructively.” 

How dare the American ambassador 
suggest Koreans did not understand sci- 
ence? Does he think we’re a bunch of sav- 
ages? How could he be so undiplomatic? He 
must apologize. Such comments, and worse, 
often couched in much more severe ver- 
biage, reverberated for days on the Inter- 
net. Cartoon images of Mr. Vershbow with 
Mr. Lee showed up in leaflets and placards 
at demonstrations. 

The anti-Vershbow rhetoric gradually 
died down, however, while activists ze- 
roed in relentlessly on President Lee, their 
main target, for it was his tone, his poli- 
cies, his seeming high-handedness and ar- 
rogance, that the protest was all about. 
While the Vershbow images faded away, 
signs inscribed “2MB” began showing up 
everywhere. The inscription was rather 
clever. The surname “Lee” sounds the 
same as the numeral “two” in Korean, the 
initials in Roman alphabet for Mr. Lee’s 
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given name (Myung-bak) are Mp—and 2MB 
also means two megabytes, a very low lev- 
el of strength in a wired world now mea- 
sured in gigabytes. 

To be sure, “2MB,”is anything but stu- 
pid, at least in terms of cold intellect. While 
still in his thirties, he rose to the chairman- 
ship of Hyundai Engineering and Con- 
struction, then in its heyday as Korea’s 
largest builder and the “mother company” 
of the Hyundai business empire founded 
and led by the late Chung Ju-yung. Now 66, 
President Lee is slightly built, and main- 
tains a trim, youthful look, with a quick 
smile and the inner confidence that comes 
from his strong business acumen. He is just 
what Korea needs to recover from what 
some see as the economic ineptitude of a 
decade of leftist leadership. So aggressively 
confident was Mr. Lee about his capabilities 
that he pronounced himself the “pragmatic 
president” after taking office in late Febru- 
ary. From now on, he proclaimed, he would 
do business according to “pragmatic prin- 
ciples,” meaning that he would do what was 
best for business—and get away from the 
ideologically based decisions of his prede- 
cessor, Roh Moo-hyun. 

Mr. Lee’s first mistake was to move too 
far, too fast, say his critics, as if he were 
still chairman of Hyundai Construction or 
in his most recent position as mayor of 
Seoul, a high elective post but one that 
gives the occupant broad powers without 
provoking too many questions. For all his 
undoubted business instincts, it turned out 
that Mr. Lee was deficient in his compre- 
hension of how quickly a president can stir 
up the passions of those who feel ignored, 
passed over, targeted and otherwise em- 
bittered. Chung Mong-joon, one of the 
sons of Chung Ju-yung, understands. “I 
hope he learned a lot,” said Mr. Chung 
when I asked him what had gone wrong 
and what was likely to happen. “I hope he 
can do better. He went a little too fast. The 
transition team was overambitious.” 


Mr. Chung, chairman of the Korea 
Football Association, speaks as both a pol- 
itician and a tycoon. His father left him the 
controlling 11% of Hyundai Heavy Indus- 
tries, the world’s largest shipbuilder, when 
he divvied up his empire among his six 
surviving sons before his death seven 
years ago, and he’s served for years as a 
member of the National Assembly from 
Ulsan, the manufacturing hub of Hyundai 
Motor as well as Hyundai Heavy. Once a 
political independent, Chung Mong-joon 
was elected to the National Assembly from 
a hotly contested district in Seoul as a 
member of Lee’s Grand National Party and 
dreams of using it as a springboard for his 
own presidential ambitions. In the mean- 
time, he draws an analogy from soccer to 
describe Mr. Lee’s dilemma. “It’s like the 
beginning of a soccer match,” he told me. 
“We are now behind 1 to 0, but we’re only 
five minutes into the match. We still have 
another 85 minutes.” Mr. Lee has “lost” 
four months since his inauguration, he 
said, “but we have 55 months to go.” 


Hapless Mr. Lee 


IN LOOKING INTO the origins of what went 
wrong, it’s possible to come up with expla- 
nations that have nothing to do with Pres- 
ident Lee. A translator for Munwha 
Broadcasting Corporation, one of Korea’s 
four national television networks, charged 
that editors deliberately distorted her 
words in a documentary that said that a 
downer cow shown on film was suffering 
from mad-cow disease. The host of the 
show had just made “a slip of the tongue,” 
said an MBC spokesman, when he said that 
a downer cow was “suspected of being in- 
fected with mad-cow disease.” And the 
program got it all wrong when it said a 
young woman from Virginia had died of 
mad-cow disease when, in fact, the U.S. 
Centers for Disease Control concluded she 
had died of some other terrible illness. 
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The MBC program aired on April 29, 
three days before the candle-lit protests 
began, and no doubt inspired some of the 
demonstrations. The image of a forklift at- 
tempting to move that downer cow ap- 
peared again and again on all South 
Korean networks as all manner of other 
material ricocheted around the Internet in 
a frenzy of activity by thousands of neti- 
zens. One notorious video showed a young 
American woman saying matter-of-factly 
that it was too bad and wrong that the U.S. 
should export beef to Korea that was no 
good for Americans to eat. She based this 
claim on what Koreans had been telling 
her about Americans never touching beef 
from cattle more than 20 months old. 

Other videos alleged the U.S. wanted to 
send “garbage the Americans will not eat,” 
including “specified risk materials,” or 
SRM, such as vertebrae. In conversations 
with activists, there was no way to con- 
vince them that srM was excluded in the 
agreement with the U.S. Nor did activists 
want to hear that 20% of the beef sold in 
the U.S. is from cattle more than 30 months 
old and that nobody else was mentioning 
the 20-month-old cutoff date. 

If the bias of the Korean networks, of 
Web sites and netizens all seemed unfair, 
however, conversations with many of the 
protesters revealed ob- 
jJections that had 
nothing to do with 
beef. There was an 
overwhelming 
sense among 
them of great 
social wrong, of 
unawareness at 
high levels of 
the plight of 
middle and 


Conversations with many protesters reveal their 
objections have nothing to do with beef. 












working-class Koreans, of insensitivity to 
the needs of the vast majority of people 
who will never share in the wealth of a 
newly rich “chaebol class”—the rich mem- 
bers of the extended families that control 
the great chaebol, or conglomerates, that 
dominate the economy. The sense is that 
those privileged enough to reach high 
ranks in government, to hold top corporate 
posts and professorships, to serve in the 
National Assembly or other political fo- 
rums share in perks and privileges that al- 
most always include exchanges of gifts in 
cash and goods far beyond the reach of 
most people. 

For his firm determination to move rap- 
idly and decisively on economic issues, Mr. 
Lee earned the admiring nickname “bull- 
dozer,” but the monicker took on highly 
negative connotations as popularity polls 
showed his ratings descending into the 
teens, below even those of his unpopular 
predecessor, Mr. Roh. At the demonstra- 
tion on June 10, I ran into Moon Kook- 
hyun, the former chief of Kimberly-Clark 
in Seoul , who ran for president in Decem- 
ber as leader of his tiny Renewal of Korea 
Party. Mr. Moon, now a member of the Na- 
tional Assembly with a reputation for mod- 
erating between conflicting conservative 

and leftist forces, cited 

“a lot of national is- 
sues” that accounted 
for the Mr. Lee’s 
declining ratings. 
Specifically, 
he berated the 
government for 
promoting ed- 
ucation policies 
that would fa- 
vor those eligi- 
ble for elite 
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schools, and he cited rising unemployment 
in an economy caught up in global econom- 
ic problems. Then too, Mr. Moon noted the 
danger of Mr. Lee’s plans for removing 
constraints upon the chaebol, giving them 
ever more power over wide industry sec- 
tors and lifting the ban on chaebol control 
of banks. Yet another issue raised by Mr. 
Moon and other protesters—that of priva- 
tization, giving private owners the right to 
raise the cost of basic utilities while laying 
off still more workers. 

Oh yes, said Mr. Moon, there’s “the 
Grand Canal”—an allusion to Mr. Lee’s pet 
project for linking the Han River that 
flows past Seoul and empties into the Yel- 
low or West Sea in the northwest with the 
Naktong River in the southeast, emptying 
near Busan, by far the country’s biggest 
port. Considering Mr. Lee’s background in 
construction projects around the world, I 
can only believe he may have had a fix on 
what he was doing in pressing for the ca- 
nal, but the whole idea evoked a chorus of 
denunciations from conservatives as well 
as radicals. In the second of two abject 
apologies to the nation for his failure to 
comprehend the feelings of the people, Mr. 
Lee said that he would withdraw the plan 
for the project for which a coterie of con- 
tractors were already drafting plans and 
vying for bids. 

Mr. Lee also got rid of a raft of Blue 
House secretaries—advisers plucked 
largely from academe—and said that he 
would replace cabinet ministers, who of- 
fered to resign en masse. These changes, 
though, did not seem likely to affect his 
underlying policy views. He simply had to 
go through with a beef deal with the U.S., 
in modified form that called on exporters 
to certify that all beef exported to Korea 
was from cattle less than 30 months old, 
or, he warned, the U.S. would never accept 
the FTA laboriously worked out in often 
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strained talks between American and Ko- 
rean negotiators. 

Both the U.S. and Korean administra- 
tions are convinced the FTA will greatly 
increase two-way trade, increasing jobs 
and profits on both sides. For the driving 
forces behind the beef protest, however, 
the FTA has long been the prime target. 
The Korean Confederation of Trade 
Unions and the minority Democratic La- 
bor Party have been conducting often very 
small demonstrations all year against the 
FTA, charging that it would deprive work- 
ers of jobs and jeopardize the livelihoods 
of farmers. For them, beef provided an 
ideal rallying cry, a cause behind which 
they could rev up their flagging attacks on 
FTA—and ultimately on the U.S.-Korean 
alliance. 

The protests have had anti-American 
overtones but have not targeted the Amer- 
ican bases as have so many outbursts over 
the years. The danger remains, however, 
that the protests could turn not only vio- 
lent but anti-American too. Nightly can- 
dle-lit parades through central Seoul begin 
in a carnival atmosphere, families with ba- 
bies, sidewalk vendors, fun placards, but 
wind up in wild melees as hard-core pro- 
testers challenge policemen defending 
barricades of cargo containers or rows of 
police buses blocking the way past the 
American Embassy to the Blue House. 
Protesters have torched some of the buses 
and clashed with policemen. They're call- 
ing for Mr. Lee’s resignation, not just that 
of a few cabinet members. 

Where or how the protest will end is 
far from clear, but one thing is sure: Mr. 
Lee’s honeymoon, having lasted about six 
weeks, is over. Now he has to adjust his 
neoconservatism to the concerns of a pub- 
lic that has begun to look on the left-lean- 
ing leadership of the previous decade as 
the good old days. = 


LEANANN AEAN arn en rereana annaa tahiti eian Et} Naa AE AA AAAA HAA Gh raa by be e nas: 


m AMERICA AND KOREA RELATIONS on 








Of the Beef Battle 


by Evans J.R. Revere 





ITY SOUTH KOREA’S new 
President Lee Myung-bak, 
who has fallen on hard 
times. After riding a strong 
wave of voter support into 
office, he began his five-year term in late 
February full of confidence, energy and big 
plans befitting Korea’s first “cro Presi- 
dent.” Leading his country’s conservative 
party back into power after their decade in 
the political wilderness, Mr. Lee moved 
quickly to toughen the South’s policy to- 
wards Pyongyang, lay out an ambitious 
economic growth agenda, call for a shake- 
up of Korea’s English-language education 
system, propose building a “grand canal” 
linking Korea’s major rivers, and put 
strengthening frayed relations with the 
United States at the top of his foreign-pol- 
icy agenda. 

It did not take long, however, for Mr. 
Lee to see his plans begin to unravel in the 
face of a stark response from North Korea, 
a U.S. eager to cut a deal with Pyongyang 
before President George W. Bush leaves 
office, an international economic down- 
turn, popular resentment of Mr. Lee’s as- 
sertive leadership style, and a media-fed 





nationwide panic over imported American 
beef. Today, a chastened President Lee has 
had to trim his sails. Circumstances—and 
a loud public outcry—have compelled the 
president to twice seek forgiveness in na- 
tionwide speeches and to promise a “new 
beginning” in his approach to governing. 
Reflecting this new approach, the rhetoric 
aimed at the North has been less strident. 
Mr. Lee has also reached out to rival con- 
servative leaders for support, replaced 
most of his senior advisors (with a cabinet 
reshuffle to follow), and shelved some of 
his pet projects, including the unpopular 
canal proposal. 

Meanwhile, Washington has been eye- 
ing these developments with a mixture of 
alarm and sympathy. The Bush adminis- 
tration was clearly delighted with Mr. 
Lee’s election, which brought into office 
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Protesters carry a sign symbolizing U.S. beef infected by mad-cow 
disease during a rally in Seoul, May 31, 2008. 


Korea’s first conservative president in a 
decade—a period during which Washing- 
ton and Seoul often did not see eye to eye 
on North Korea policy. Mr. Lee was seen 
as a welcome change from his predecessor, 
Roh Moo-hyun, who had frequently irri- 
tated the U.S. with left-leaning or populist 
rhetoric and his tendency to wax sympa- 
thetic toward North Korea. 

Mr. Lee’s emphasis on “restoring” good 
relations with the United States was greet- 
ed with enthusiasm in Washington, which 
saw an opportunity to enlist a kindred soul 
in building a more comprehensive, even 
global U.S.-South Korea partnership, in- 
cluding a new free trade agreement that 
would bring significant benefits to both 
countries. The stars seemed well aligned 
for both the U.S. and South Korea to launch 
a new era of closer, more harmonious co- 
operation. No wonder, then, that during 
Mr. Lee’s initial visit to Washington in 
April, President Bush feted him at the 
Camp David presidential retreat—the first 
time a Korean president had ever been 
hosted there. 

However, Mr. Lee’s recent domestic 
troubles have weakened him in the eyes of 
many in Washington and raised questions 
among some that he could become a lame 
duck after only a few months in office. The 
angry protests over American beef and the 
demonstrators’ calls for Mr. Lee to step 
down raised the dual concern that not only 
would Washington’s hopes for a stronger 
bilateral partnership be dashed but that, 
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as so often in the past, relations with the 
United States would become the focus of 
popular protest in Korea. 

Such concerns undoubtedly contribut- 
ed to the Bush administration’s decision to 
show flexibility in response to Seoul’s re- 
quest that the United States “renegotiate” 
a bilateral agreement to reopen Korea’s 
market to U.S. beef. That agreement was 
perceived by some Koreans as an infringe- 
ment on Korea’s sovereignty and as overly 
concessionary to the U.S. In the end, 
Washington conceded to a workaround 
(carefully avoiding the word “renegotia- 
tion”) that called for American beef ex- 
porters, with Washington’s blessing, to 
limit beef shipments to Korea to cattle less 
than 30 months of age, a cutoff which Ko- 
rea claimed reduced the possibility that 
the beef could be contaminated with mad 
cow disease. 

It remains to be seen whether the 
American concession, prompted by a U.S. 
desire to bolster the South Korean presi- 
dent by placating angry Korean consum- 
ers, will calm the streets of Seoul. The size 
of demonstrations has decreased, but pro- 
testers, perhaps out of desperation, are 
showing an increased willingness to resort 
to violence. How President Lee responds to 
this challenge and whether and how he 
manages to restore public confidence in his 
presidency will bear watching. 

Washington will be watching particu- 
larly closely. Hopes for a closer, enhanced 
bilateral partnership with Seoul remain 
strong. Realizing such hopes depends on 
having a strong, willing partner in the Blue 
House. Washington’s hopes are far from 
unreasonable. For all Mr. Lee’s troubles, 
his term of office, and the imminent elec- 
tion of a new U.S. president, offer both 
countries an important chance to put be- 
hind them a decade of bilateral strain and 
tension, strengthen their alliance, and 
transform it into a global partnership. 

Significantly, Mr. Lee’s tenure will co- 
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incide with the entire first term of the next 
American president. Together, the two 
new leaders could revitalize an alliance 
partnership that remains central to both 
countries’ interests and key to stability in 
Northeast Asia. For the U.S., South Korea 
is a valued partner in its effort to encour- 
age the People’s Republic of China’s devel- 
opment as a responsible stakeholder in the 
Asia-Pacific region and beyond. Washing- 
ton realizes that without close U.S.-South 
Korean cooperation, efforts to resolve the 
North Korea nuclear crisis stand no chance 
of success. Working with its two Northeast 
Asian allies, Korea and Japan, enhances 
the United States’ ability to keep the peace, 
deal with regional uncertainties, and proj- 
ect its influence. For the United States, 
South Korea’s phenomenal economic and 
political development also makes it a mod- 
el of the virtues of a market economy and 
democracy that Americans are keen to 
promote. 

Most Koreans, despite their noted sen- 
sitivity to real or perceived slights by 
Washington (viz., the beef issue) and their 
occasional differences with the U.S. over 
North Korea, continue to believe that 
strong security links with America are es- 
sential. For Korea, the guarantees provid- 
ed by asecurity relationship with the U.S. 
represent the best “insurance policy” for 
its survival as a strong and independent 
state that Korea has ever enjoyed. 

The key to securing the support of most 
Koreans for a closer, stronger relationship 
with the U.S. lies in the policies that Wash- 
ington elects to pursue. South Koreans 
will be more inclined to support the U.S. 
in the Asia-Pacific region and beyond if it 
pursues policies that promote stability, 
peace, prosperity, and democratic values, 
and if these policies are crafted in consul- 
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South Korea needs to move beyond lingering feelings 
of being a victim of foreign powers, including the U.S. 


tation with its Korean ally. Koreans want 
to feel that they are respected, full part- 
ners in their relationship with the U.S. 
Achieving such a balance in U.S.-South 
Korea ties should be a major priority for 
the next U.S. president, on whose watch 
the major work of recasting the bilateral 
relationship will take place. 

Looking at the Northeast Asia region, 
the Lee administration seems rightly de- 
termined to pursue better relations with 
its Chinese, Japanese, and Russian neigh- 
bors. Nevertheless, Koreans are unsettled 
by the uncertain strategic future of their 
neighborhood. Seoul’s worries include 
North Korea’s possession of nuclear weap- 
ons, the impact of a rising China, percep- 
tions of a militarily stronger Japan, the 
continuing Sino-Japanese rivalry, and 
Russia’s more strident foreign policy. 
These uncertainties provide plenty of fuel 
for South Koreans’ interest in exploring an 
enhanced partnership with the U.S. 

For most of its 60-year history, South 
Korea had not reached the level of eco- 
nomic and political development that 
would enable it to engage in a globalized 
partnership with the U.S. Today, Korea 
has not only the capability but also the will 
to do so, and this presents Washington 
with a major opportunity. 

However, both the U.S. and South Ko- 
rea will need to make some adjustments to 
realize a more globalized partnership. The 
next U.S. administration will have to in- 
clude South Korea more fully in its foreign 
policy consultations, as befits the coun- 
try’s status as a major ally and leading 
global economy. South Korea, for its part, 
needs to move beyond lingering feelings of 
being a victim of foreign powers, including 
the U.S. 

Some South Koreans believe that the 
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U.S. regards the concept of a global part- 
nership as a means of pressing their coun- 
try to support and pay for U.S. foreign 
policy, like it or not. The next American 
president needs to take South Korean in- 
terests and concerns fully into account. 
For their part, South Korean leaders need 
to take responsibility for explaining and 
defending the alliance to their own citi- 
zens, something that they have often failed 
to do in the past. 

For the next U.S. president, reconciling 
differences with Seoul on North Korea 
will continue to be an important and oc- 
casionally difficult task. Some in the South 


Korean government may suspect that, in. 


the interest of reaching an accommodation 
with North Korea, the U.S. might accept 
less than full verification of that regime’s 
abandonment of nuclear weapons, or 
might even allow the North to retain some 
of its nuclear weapons once Pyongyang’s 
fissile material production capacity had 
been eliminated. Although President Lee’s 
administration may have learned an im- 
portant lesson about the downside of pur- 
suing a too-strident line with Pyongyang, 
its conservative bent will continue to make 
it averse to supporting a U.S. approach to- 
ward Pyongyang that is seen as too accom- 
modating. 

Patience, careful, and close consulta- 
tion, as well as flexibility by Washington, 
will be central to managing these con- 
cerns. In dealing with his South Korean 
counterpart, the next U.S. president would 
also do well to recall the frictions and set- 
backs that have arisen when American and 
South Korean policies toward North Korea 
work at cross purposes. The disconnect on 
North Korea that characterized the Bush 
administration’s relations with former 
Presidents Kim Dae-jung and Roh Moo- 
hyun is an experience that the next U.S. 
president would do well to remember. 

As the U.S. and Korean presidents seek 
to build a more comprehensive alliance 


and broader partnership, they should be- 
gin by launching a dialogue that defines 
the two nations’ common global interests 
more clearly. There is no dearth of issues 
on which the two can consult, including 
energy and the environment, where both 
countries have a strong interest in promot- 
ing energy efficiency in parallel with the 
Kyoto dialogue on climate change. 

Bilateral discussions could also include 
a shared strategic approach to development 
assistance, coordinating the distribution of 
U.S. and Korean official development assis- 
tance in sensitive areas such as Afghani- 
stan, Pakistan and Southeast Asia. 

Keeping in mind South Korean con- 
cerns about the uncertain future of North- 
east Asia, the U.S. needs to give increased 
emphasis to the foreign minister-level 
strategic dialogue launched in 2006. The 
dialogue should focus on the broad strate- 
gic environment and the possibilities for 
common approaches to regional and glob- 
al security and. other issues. The aim 
should be to build the U.S.-South Korea al- 
liance into a global partnership whose 
common interests include but go beyond 
the deterrence of potential North Korean 
aggression. 

The next U.S. administration also has 
an opportunity to revive trilateral coordi- 
nation with Japan, not only regarding 
North Korea but, perhaps more impor- 
tantly, as a broader dialogue on issues such 
as energy, climate, and development. U.S.- 
South Korea and U.S.-Japan security co- 
operation are also appropriate subjects for 
this kind of trilateral consultation, since 
the security of all three is closely linked. 

The consolidation and rationalization 
of the U.S. military base presence in Korea 
has been a difficult and complex issue in 
the past. Implementing the agreements to 
reduce the profile and the “footprint” of 
U.S. military bases in Korea, particularly 
in urban areas, should remain a priority 
for Washington and Seoul. Doing so will 
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reduce the likelihood of training-related 
incidents such as the tragic deaths of two 
schoolgirls in 2002, which led to a major 
outburst of anti-American sentiment in 
Korea. It will also lessen the chance that 
U.S. bases and base issues will become a 
political lightning rod for protesters. 

However, the next U.S. president 
should take care to avoid making any cuts 
or significant changes to the deployment 
of U.S. military forces that could be per- 
ceived in the South as a lessening of Amer- 
ica’s security commitment to Korea. The 
message to South Korea—and to the 
North—should be clear: The U.S. will de- 
fend its ally and deter any aggression. In 
this connection, it will also be critical to 
convey America’s willingness to listen 
carefully to South Korea’s concerns about 
the potential impact in Korea of the ongo- 
ing shift from a U.S.-led to a U.S.-support- 
ed wartime command structure. 

Finally, as the U.S. and South Korea 
seek to revitalize, modernize, and broaden 
their bilateral alliance partnership, the 
role of the recently negotiated but still un- 
ratified U.S.-South Korea FTA looms large. 
Beyond providing a major boost to both 
economies, the FTA would add an impor- 
tant new dimension to a bilateral alliance 
that has primarily (albeit with good rea- 
son) focused on deterring North Korea. 

As the world’s 12th largest economy and 
America’s seventh-largest trading partner, 
South Korea’s status as a major internation- 
al economic force and a vital economic 
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partner deserves to be recognized. South 
Korea, as a demonstration of its commit- 
ment to free trade, should open its doors 
further to U.S. products and investment. 

With the dispute of imports of Ameri- 
can beef (hopefully) on its way to a perma- 
nent resolution, both Korea’s National 
Assembly and the U.S. Congress should act 
as quickly as they can to ratify the FTA. 
However, both sides should be prepared to 
recognize that the damage done by the re- 
cent beef dispute and the questions raised 
about the FTA during the current Ameri- 
can presidential campaign may make it 
difficult, if not impossible, to secure FTA 
ratification until 2009. Both sides should 
be patient, and avoid putting the agree- 
ment at risk by moving too quickly to bring 
it to a vote that could fail. In light of the 
major benefits that the agreement will ul- 
timately bring, it would be better to have 
it ratified late than not at all. 

For the U.S., South Korea has been a 
good and trusted ally, even if Korean na- 
tionalism, emotionalism, and sensitivity 
have occasionally tried Washington’s pa- 
tience, For South Korea, living in a danger- 
ous neighborhood has put a premium on 
the value of the “insurance” that a good 
relationship with Washington provides. 
Recognizing these simple truths will be a 
good starting point for the Korean and 
U.S. presidents as they begin work next 
year on building a robust, modern, and 
comprehensive partnership between their 
two countries. 1 | 
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Let the Beef Protests 
End the Era of FTAS 


by Bernard K. Gordon 





T'S BEEN WELL over a year 
since Korus—the proposed 
U.S.-Korea Free Trade 
Agreement—was signed, 
sealed and delivered. But 
it has yet to be approved by the United 
States Congress, and as of this writing, it 
has also not yet been approved by Seoul’s 
National Assembly, though supposedly it 
was to have an easier ride there. 

The alleged obstacles in both capitals 
are well-known. From Washington, the 
complaints include not enough beef and 
cars, while Seoul is focused on too much 
supposedly tainted American beef today 
and fears of too much rice tomorrow. But 
those specifics mask the real story, espe- 
cially in Washington, of what’s wrong with 
these FTAs and why they’ve already hit so 
many rough spots on the road to passage. 

Large as well as small obstacles are in- 
volved, and the small ones are a perfect il- 
lustration of the devil living in the details. 
Every FTA negotiation already undertaken, 
as well as those still in process, has been 
affected by those “details.” In the Austra- 
lia-U.S. FTA for example, a sticking point 
was Washington’s concern to ensure ac- 
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cess for American pharmaceutical firms, 
while in the FTA negotiations with Singa- 
pore and Chile, negotiators were anxious 
to maintain controls over currency move- 
ments. As a result it was the U.S. Treasury 
Department whose nose was out of joint. 
Similar sticking points, though in quite 
different sectors, have come up in the talks 
with potential U.S. FTA partners Thailand 
and Malaysia. Particularly in Kuala Lum- 
pur, issues of government procurement 
are just one of the problems complicating 
a deal with the U.S. 

But far larger issues of geopolitics al- 
ways intrude on FTA negotiations, though 
they’ve too seldom been recognized and 
even less often openly mentioned. That si- 
lence is no more, as U.S. Defense Secre- 
tary Robert Gates made very clear when 
he spoke in May at the annual Asian secu- 
rity conference in Singapore. “... We stand 
for openness, and against exclusivity ... 
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there is little room for a separate ‘East 
Asian’ order.” 

Considering that since 2002 China has 
devoted much effort to building special 
trade deals with the Association of South- 
east Asian Nations and its members, and 
has gone well beyond that in promoting 
the “East Asian Summit” idea, a fair read- 
ing of Secretary Gates’s words opposing 
“exclusivity” and a “separate East Asian 
order” is that they were directed toward 
Beijing. After all, as economists and law- 
yers often remind us, any FTA is in reality 
a “PTA”—a preferential trade agreement, 
and in today’s East Asia, China has been 
most successful in building a network of 
just such preferential trade agreements. 

Not that China is responsible for start- 
ing the trend—as U.S. Senator Lisa 
Murkowski reminded a Washington audi- 
ence last December. The senior Republican 
on the Senate’s Subcommittee on East 
Asian and Pacific Affairs, Ms. Murkowski 
made two notable points. First, she sharply 
criticized the spate of special trade arrange- 
ments that now characterizes the region, in 
many of which the United States is left out- 
side looking in. But more importantly, she 
traced the roots of these developments to 
America’s own post-North American Free 
Trade Agreement expansion of the FTA 
concept. America’s new trade-policy prob- 
lem, she concluded, is of its “own doing.” 

Her analysis is backed by the historical 
record. In 1991 Ryutaro Hashimoto, then 
Japan’s finance minister and not long af- 
terward its prime minister, warned the 
U.S. not to go down the FTA road. His om- 
inous warning was that problems would 
flow to the U.S. if Washington persisted in 
chinking away at the multilateral trade 
system by promoting bilateral and region- 
al trade deals. 

That’s precisely what has happened, in 
a chain of FTA-generated events that has 
brought American policy makers first to 
worry about being “left out” of Asia’s bur- 


geoning trade agreement network; then to 
recommend tactical shifts that would al- 
low the U.S. to create more such agree- 
ments; and now—as reflected in Secretary 
Gates’s pointed remarks—to warn that 
what he called “exclusivist” steps are not 
on. Yet exclusivity is precisely the underly- 
ing reality of what these FTAs represent, 
although as with the Singapore and Aus- 
tralia FTAS, each such trade arrangement 
could be and has been defended on its own 
terms. 

These points might be dismissed as ex- 
aggerated or even irrelevant, because 
many believe that America’s FTAs have 
achieved their purpose: to improve U.S. 
exports. But in fact they have not. Accord- 
ing to trade data from the International 
Monetary Fund, the U.S. FTA partners 
Australia, Singapore and Chile, as well as 
Mexico and Canada, their imports from 
the United States grew far more slowly 
from 2000 to 2006 than their overall im- 
ports. Their U.S. imports also grew far 
more slowly than their imports from the 
European Union, despite the fact that 
none, aside from Mexico, has an FTA with 
the EU. 

One example is Australia. From 2000 
to 2006, despite its new FTA with the U.S., 
Australian imports from the EU rose at 
more than double the rate of its U.S. im- 
ports, and in 2006 they reached $28 bil- 
lion. That was almost 50% greater than 
Australia’s imports from America. Like- 
wise by 1998, when Singapore-U.S. FTA 
talks began to gather momentum, the U.S. 
had become Singapore’s largest source of 
imports. But since the January 2003 agree- 
ment, the U.S. has lost the top spot to Chi- 
na and Hong Kong. From 2000 to 2006 
Singapore’s imports overall rose by 77%, 
from the Eu by 69%, from the U.S. by 50%, 
and from the China~-Hong Kong combina- 
tion by a remarkable 195%. 

It’s worth noting that in four of these 
five U.S. FTA cases, the growth-rate of each 
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A South Korean man holds a national flag during an anti-U.S. beef 
rally in Seoul on June 25, 2008. 


partner’s China-Hong Kong imports was 
roughly 200%, and in Mexico a startling 
600%. The dollar consequence of such 
rates is that not only in Singapore, but in 
Australia as well, imports from China now 
exceed those from the U.S. Even in Chile, 
where a decade ago Chinese imports hard- 
ly figured at all, by 2006 they were at $3.6 
billion, an amount that approaches the val- 
ue of Chile’s U.S. imports. 

Against the background of these trade 
data from America’s principal FTAs, now 
let’s return to the still-pending Korus deal. 
It was the subject of a day-long Washing- 
ton meeting a year ago that produced sur- 
prising results. They centered on a study 
prepared by Robert M. Stern, one of Amer- 
ica’s best-known trade economists, and 
while the meeting’s sponsors may have ex- 
pected his study to provide clear support 
for the agreement, it did not. While 
Korus doubtless would bring advantages— 
mainly to Korea—Prof. Stern concluded 
that for both Washington and Seoul a mul- 
tilateral agreement was the much better 
option: “the effects of global [multilateral] 
free trade were calculated and shown to 
be far greater for Korea and the United 
States compared with the bilateral FTAs.” 

Those findings reaffirmed a long-held 
consensus about the qualitative difference 








between the multilateral World Trade Or- 
ganization system and the system of pref- 
erential trade agreements that FTAs 
represent. Despite that consensus and the 
findings that continue to support it, not 
only has the Korus pact continued to be 
supported—amid sharply growing prob- 
lems in Washington and especially in 
Seoul—but another FTA proposal has now 
been bruited, this time with Taiwan. 

Of course “strategic” and foreign-pol- 
icy justifications are cited in support of 
the idea, but it is far from clear that on bal- 
ance Taiwan should welcome the propos- 
al. Some informed views suggest instead 
that Taipei will be looking for an arrange- 
ment with China along the lines of Hong 
Kong’s. But even aside from those consid- 
erations, the more basic question is wheth- 
er, in the light of several FTA experiences 
so far, yet another one now makes sense. 

As in the Korean case, issues in bilat- 
eral FTA talks can aggravate and reignite 
each partner’s perceptual and historical 
baggage. Seoul’s angry anti-U.S. beef pro- 
tests are a perfect illustration of how FTA 
issues can worsen rather than improve an 
existing political and strategic alignment, 
and serve the interests of neither. 

These are among the many reasons 
why there is special relevance to Pascal 
Lamy’s warning at the wTo this summer 
that the “time of truth” has arrived. It 
means that in each capital where the keys 
to asuccessful Doha outcome are held, the 
political and trade leaderships have a gen- 
uinely unique opportunity and challenge. 
U.S. President George Bush’s veto of 
America’s egregious farm bill demonstrat- 
ed an American awareness of the stakes 
involved. Yes, the always-powerful agri- 
cultural interests successfully overrode 
his veto, but hopefully those others in 
each capital will do no less. x 


20| FAR EASTERN ECONOMIC REVIEW «œ July/August 2008 { 


œo INFLATION IN ASIA œ% 








Balancing the Risks 
Of Inflation in Asia 


by Jonathan Anderson 





F FORCED TO choose the 
single biggest threat to 
Asian economic stability 
today, it’s fairly certain 
that regional investors and 
policy makers would answer with a single 
voice: “inflation.” 

For long-term followers of the region, 
this is a very strange state of affairs in- 
deed. Unlike its Latin American or Eastern 
European counterparts, Asia has never 
suffered from chronic high inflation; with 
the exception of the immediate aftermath 
of the 1997 Asian financial crisis, even the 
worst emerging Asian performers gener- 
ally reported sleepy price-growth rates in 
the mid single-digit range. And since 2000 
the numbers have tended to be downright 
comatose: less than 1% year-on-year CPI 
inflation in China, Hong Kong, Singapore 
and Taiwan in the first half of the decade 
and only marginally higher in Malaysia, 
South Korea and Thailand. Only a year or 
two ago, investors could be forgiven for as- 
suming that inflation was a “dead” issue. 

But no longer. As of mid-2008, it’s in- 
creasingly difficult to find Asian countries 
with consumer price inflation rates of less 





than 5% year on year. Inflation in China 
has jumped to 8%, with Singapore, Thai- 
land and Hong Kong not far behind, and 
Indonesia, India and the Philippines are 
already breaking through double-digit 
rates. Upstream indices of raw material or 
producer prices are uniformly rising at 
10% or more. And most important, the 
trend continues to be up, up, up in all cas- 
es, with no sign of slowdown in sight. 

What on earth is going on? Are five 
years of rapid growth and loose monetary 
conditions finally starting to catch up with 
the region? Or is something else driving 
price behavior? Is higher inflation an an- 
noyance, or a major structural shift that 
requires substantial changes in macro pol- 
icies? And in the worst case scenario, could 
inflationary pressures prove to be the 
death knell for Asia’s recent long stretch of 
record growth and stability? 

In my view the answer is twofold. First, 
it seems clear that the days of zero Asian 
inflation have come to an end, and they are 
unlikely to return for a very long time 


œ» Mr. Anderson is global emerging markets 
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ahead; this is in many respects a “normal- 
ization” of price trends, and one that will 
certainly require policy adjustments along 
the way. At the same time, however, I am 
also forced to conclude that the sharp ac- 
celeration in the recent six to 12 months is 
overdone, driven by a number of tempo- 
rary factors as well. Going forward, I ex- 
pect to see headline inflation rates stabilize 
in most cases and perhaps fall outright by 
2009. In other words, this is still far from 
the “disaster scenario” that would bring 
record regional growth to an abrupt end. 

Let’s start with the basics. The first 
point to make is that this is not just an 
Asian phenomenon; for the past few quar- 
ters inflation has been infecting the entire 
developing world. Indeed, it’s difficult to 
find a more disturbing picture than the 
one obtained when we calculate monthly 
cpl trends for the 50 largest emerging 
market economies around the globe. As it 
turns out, consumer-price inflation pres- 
sures were either stable or falling outright 
from 2000 right through the middle of 
2007 and since then there has been a sud- 
den, massive jump in headline inflation. 
From a comfortable pace of 4.5% just 12 
months ago, the average emerging market 
cP! inflation rate has jumped to more than 
10% today. 

Needless to say, this has come as a 
strong shock to both governments and in- 
vestors—in particular since inflation mea- 


sures in the United States, Europe and 
Japan have not moved by anything close 
to these magnitudes—and the “inflation 
question” is now starting to dominate the 
emerging-market policy debate. 

Where is inflation coming from? The 
short answer is food prices. As shown in 
the chart nearby, the cri inflation rate for 
food items in our emerging sample has 
simply skyrocketed over the past 12 
months, from 6% in the middle of 2007 to 
around 17% today, an unprecedented move 
by the standards of the last few decades. 
Meanwhile, although some emerging 
countries do have very high “core” infla- 
tion rates, the overall average pace of non- 
food cpt inflation in the 50-country sample 
has risen only moderately, and was still no 
more than 6% as of May 2008. Keep in 
mind that despite all the talk about rising 
energy costs, the nonfood cpi line in the 
chart below actually includes oil products 
and electricity; i.e., it’s not crude-oil prices 
pushing the world into an inflationary spi- 
ral—it’s definitely food. 

This, in turn, is a reflection of an eye- 
popping recent spike in key agricultural 
goods, and particularly in grains, edible 
oils and fertilizers. At their peak in the 
spring of this year, global corn and wheat 
prices had doubled from levels seen in ear- 
ly 2007. Asian rice prices are three times 
higher today than a year ago; palm, soy- 
bean and coconut oils have nearly tripled 
as well. And fertilizer prices have simply 
exploded, with 400% price increases for 
many categories. All told, this is by far the 
biggest increase in global agricultural pric- 
es that the world has seen since the 1970s. 

Naturally rising food costs hit consum- 
ers everywhere, and this has contributed 
to higher-than-expected inflation in the 
U.S., European Union and Japan as well as 
poorer developing countries. However, the 
impact on the former group is greatly mod- 
erated by a couple of factors. To begin 
with, the share of food in overall consum- 
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er expenditure is relatively low, around 
15% for industrial countries on average; 
moreover, much of what wealthy consum- 
ers call “food” is actually labor and other 
services in the form of supermarket and 
restaurant rents, packaging, delivery, ad- 
vertising, etc. By contrast, the food share 
in Chinese, Indian and Indonesian con- 
sumer baskets runs between 30% and 
40%, and the lion’s share of that total is 
purchased in basic wet markets and con- 
sumed at home. This helps explains why 
U.S. and Japanese cp! inflation has picked 
up only gradually—while emerging infla- 
tion rates have soared. 


Why Food? 


SO WHY FOOD? And why now? There area 
number of common explanations for the 
recent price jump. Some are concerned 
with short-term cyclical shocks that hit 
global markets in 2007-08: First, a number 
of food producers experienced poor har- 
vests and weather-related disruptions this 
season; second, at the same time, financial 
innovation has pushed record-high 
amounts of liquidity into commoditized 
agricultural markets with the creation of 
new index products and investment funds; 
third, the resulting price swings were un- 
usually amplified by low grain and other 
product inventories; and fourth, food ex- 
porters have been quick to respond to price 
shocks by “hoarding”, i.e., hiking export 
tariffs or and closing borders outright— 
thus pushing global prices higher still. 

So far the list is uncontroversial, but 
keep in mind that all of the above factors 
are temporary in nature. With the likeli- 
hood of better harvest conditions in the 
second half of the year and agricultural 
exporters such as Vietnam already easing 


Global food prices could easily stabilize or retreat 
from the current elevated peaks. 





trade restrictions, global food prices could 
easily stabilize or retreat from the current 
elevated peaks. And just as financial flows 
may have added to pressures in recent 
quarters, speculative funds could inten- 
sify downward swings as well. In the ab- 
sence of other driving forces, these trends 
would tend to push headline cpt inflation 
down in 2009 as the contribution of food 
prices fades. 

Which brings us to the real issue at 
hand, and by far the most important ques- 
tion facing investors today: Are emerging 
markets suffering a painful but temporary 
jolt—or is this just the beginning of a long- 
term, sustained rise in global agricultural 
prices, similar to what we have already 
seen in crude oil and other mineral com- 
modities? 

There are two additional arguments in 
favor of the view that food prices will in- 
exorably continue to go up from here. The 
first is that high oil and energy costs are 
pulling up grain prices behind them, as 
biofuel demand diverts a growing amount 
of farmland away from more traditional 
uses. And the second is that record eco- 
nomic growth in emerging markets also 
means record food-consumption growth, 
with higher incomes and a shift away from 
basic carbohydrates in favor of meat and 
milk pushing up caloric intake. On the face 
of it, the combination of rising costs, lower 
effective supply and sharply expanding 
food demand from billions of emerging 
consumers seemingly amounts to a “per- 
fect storm” for global agriculture. 

The problem, however, is that the case 
for a structural food price boom is far from 
iron-clad—and as we will see below this is 
crucial to understanding the nature of 
current inflation and how policy makers 
react to it. Mind you, there’s little doubt 
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that energy prices can push food costs up; 
during the first 1973-75 oil shock grain 
prices rocketed in tandem with global 
crude, tripling in real terms during the 
first two years alone. But while oil prices 
continued to rise for the next decade to 
come, wheat and corn prices fell back al- 
most immediately, dropping all the way 
down to pre-1973 levels in the space of a 
year or so and continuing to decline 
throughout the 1980s and 1990s. Even if 
we account for higher substitutability be- 
tween fossil fuels and agricultural com- 
modities today as a result of biotechnology 
improvements, there’s no 
theoretical reason to ex- 
pect grain costs to rise au- 
tomatically by anything 
close to the magnitude of 
crude price increases; in 
particular, historical sup- 
ply elasticities for agricul- 
ture are very different from 
those in mineral goods. 
And how to explain the be- 
havior of an item such as 
fertilizers, where traded 
prices have already shot well beyond those 
for crude oil and other energy products? 
The main case for why “this time is dif- 
ferent” focuses on the demand side of the 
equation, and in particular the record- 
high overall growth pace in populous 
Asian countries such as China and India. 
Indeed, for the past five years the key to 
investing in commodity markets has been 
very simple: just watch what China buys. 
As soon as the mainland began to increase 
its net imports of any product, the price 
tended to skyrocket; this has been the case 
with crude oil, bauxite, iron ore, soybeans, 
palm oil, coal and a host of other products. 
No surprise, then, that global attention has 
shifted to the state of Chinese agriculture, 
where reports of falling land availability 
and sharply rising urban consumption 
have fueled interest in food plays as the 
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Emerging market M2 growth 
(percent in year on year) 


next hot commodity area. And with do- 
mestic food prices already surging to un- 
precedented levels since last summer, 
what more evidence do we need that inter- 
national agricultural markets are now in 
the midst of a classic “China shock?” 

In reality, however, breathless reports 
of China’s impact on traded food prices are 
vastly overstated. The mainland is grap- 
pling with its own food-inflation problem, 
but the main sources of rising prices have 
been pork, milk, eggs and fresh vegetables 
—i.e., a very different set of goods from 
those plaguing the rest of the emerging 
world. And if we turn to 
grain and fertilizers, which 
have been driving the cur- 
rent global shock, we find 


= Overall that China is still a stable 

-— or even rising net exporter 

in each case, with domes- 

tic prices now much lower 

than the elevated interna- 

tional level (in fact, China 
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er of agricultural products 
overall, and the same is 
true for India). Nor is there any evidence 
that China will be forced to start buying 
soon: sown grain acreage fell sharply in 
the early part of the decade as a result of 
the 2000-03 real-estate development bub- 
ble, but tighter construction lending, more 
restrictive land-sale procedures and gov- 
ernment income support have led to a re- 
surgence in grain production in recent 
years. As a result, mainland corn, rice and 
wheat stocks stopped falling in 2005 and 
have been roughly stable since. And the 
best available data suggest that the big ini- 
tial surge in milk, meat and other high-ca- 
loric consumption items is already behind 
us, with slowing population growth and 
more measured urbanization ahead. 

So while we have little doubt that pop- 
ulous Asian giants such as China and India 
will eventually move toward a net agricul- 
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tural import position, this is certainly not 
the case today. 


What to Do? 


TAKEN TOGETHER, THE above points high- 
light some of the profound uncertainties 
about nature and sustainability of the cur- 
rent inflation shock. There’s no question 
that emerging consumers are feeling pain 
today over rising food costs, and that gov- 
ernments have seen a marked and sudden 
shift in the headline price environment— 
but again, this doesn’t necessarily mean 
that there’s an even greater global agricul- 
tural cost explosion to come. Put yourself 
in the average emerging policy maker’s 
shoes for a moment and consider the fol- 
lowing two scenarios. 

In the first, traded grain and fertilizer 
prices stabilize in the second half of 2008 
or even pull back somewhat from current 
levels. Here, food cp1 inflation would fall 
sharply down to a low single-digit pace by 
early next year from 16% to 18% year-on- 
year rates of today (and at risk of repeating 
ourselves, we don’t actually need to see 
food prices fall; as long as they are not tri- 
pling again from today’s levels, food infla- 
tion will automatically come off). Because 
food costs are still high in level terms, 
there would still be pressure on low-end 
wages and thus on other goods and ser- 
vices prices as well, i.e., “core” inflation 
would continue to pick up in the near term. 
But since virtually all of the recent emerg- 
ing CPI jump came from food alone, overall 
headline inflation would naturally decel- 
erate considerably, making 2009 look a lot 
less onerous than 2008. 

Alternatively, agricultural commodity 
prices could continue to skyrocket for the 
next 12 to 24 months, holding food infla- 


There’s no strong indication that excessive monetary 
creation is the driver of headline inflation trends. 


tion at current levels and potentially push- 
ing headline cri price growth up even 
further. In this scenario, core inflation 
would also begin to increase at a faster 
pace, raising the risk that the macro shock 
would escalate from a painful relative 
price adjustment to an even more onerous 
and entrenched broad-based inflation 
problem—similar to what the developed 
world experienced in the 1970s. 

What is the optimal response? If you 
just assume that “it’s all food” and do noth- 
ing, you run the risk of waking up in 12 or 
18 months’ time with a more serious infla- 
tionary scare on your hands. But if you as- 
sume the worst and undertake Draconian 
tightening measures now, you will be ag- 
gressively choking off economic activity in 
the face of an external shock that clearly 
seems to have temporary elements. To a 
large degree, the “right” choice is to do 
precisely what most emerging policy mak- 
ers have done over the past six months: be 
cautious at first, wait to see how things de- 
velop, and then tighten only gradually in 
line with wage and nonfood “core” infla- 
tion pressures. 

At this point, many readers will be 
tempted to protest strongly; how can we 
say that developing countries are making 
good policy decisions when it’s precisely 
the combination of overheated growth, 
misguided currency pegs and excessively 
loose emerging market liquidity conditions 
that got us in this mess in the first place? 
Aren’t emerging central banks disastrous- 
ly “behind the curve,” and won’t policy 
makers everywhere have to take much 
more aggressive action to slow the global 
commodity inflation juggernaut down? 

This is a very common contention, but 
it doesn’t completely hold up to the evi- 
dence. There’s little doubt that Chinese 
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and Asian growth have played a significant 
role in pushing up fuel and mineral prices, 
but as we saw above, emerging markets ev- 
erywhere were doing a perfectly adequate 
job of managing commodity inflation until 
food prices hit the scene (and despite the 
popular view, energy cost pressures have 
not been held back by subsidies and price 
controls for the most part; the number of 
emerging countries actually subsidizing 
fuel prices is much smaller than generally 
assumed). 

And as discussed earlier, while crude 
oil and mineral costs do help push up grain 
and other agricultural prices, this doesn’t 
mean that grain prices have to double or 
triple again from current levels—and it 
may not even prevent a subsequent food 
price decline. 

Looking at economic growth, there’s 
no doubt that the emerging world is ex- 
panding at the fastest pace in decades, 
close to 7% in real terms by my best mea- 
sure, and in the past few years we have 
seen a robust pickup in investment spend- 
ing as a share of GDP. Real policy interest 
rates have also been on the low side since 
2001, i.e., there is clear support for policy 
tightening without having to worry about 
derailing “fragile” recoveries. 

On the other hand, however, emerging 
monetary data do not exactly point to a 
problem. Overall M2 growth has visibly 
picked up since 2004 (see chart on page 
24), but very much in line with the accel- 
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eration in real growth; in other words, 
there’s no strong indication that excessive 
money creation is the main driver of cur- 
rent headline inflation trends, and we are 
still light years away from the hyperinfla- 
tionary environment of the 1980s and ear- 
ly 1990s. Nor is the starting point for 
inflation very high; for the past 10 years 
emerging markets have enjoyed the lowest 
average CPI inflation on historical record, 
and even in today’s “scare” conditions the 
average core inflation rate is still far below 
the pace of 20 years ago, with plenty of 
room to increase in most economies before 
we reach historical concern levels. 

And finally, to stress the point made 
above, if excessively high growth in the 
emerging world is behind food prices, then 
why don’t we see the fastest-growing and 
most populous developing countries actu- 
ally increasing net food purchases on a 
sustained basis? 

The bottom line, as I see it, is that infla- 
tion in Asia and the rest of the emerging 
universe is nowhere near the “disaster” 
stage, nor is it yet reaching a level that 
would credibly threaten growth prospects 
going forward. Of course there’s no guar- 
antee that we won’t get there, particularly 
if food prices continue to skyrocket from 
here and force up wage and other costs 
along the way—but in my view there’s an 
equally good if not better chance that the 
current wave will pass over the next year 
or two. 1 i 
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How Inflation Hits 
Asia’s Traders 





by Charles De Trenck 
PIECE I WROTE forthe RE- importantly, how might growth trajecto- 
VIEW last year (“Shatter- ries shift us further down or back up. 
ing Shipping Myths,” June Right now, we should be close—a mat- 
2007) might have seemed ter of months perhaps—to a bottom in 





overly pessimistic at the 
time. I sketched out a scenario where de- 
mand for manufactured goods from Asia 
and China fell off steeply as a result of a 
property bust in the United States, as food 
and energy costs rose further. Events 
have unfolded faster than I expected, 
largely because shipping demand in Eu- 
rope slowed quickly and there was asharp 
decline in U.S. inbound volume. The one 
bright spot has been a healthy rebound in 
U.S. exports. 

Shipping, as ever, is a window into 
global trade and the global economy. Look- 
ing deeper into the global container indus- 
try can today elicit a better understanding 
of shifting trade patterns, rising produc- 
tion costs and declining consumer de- 
mand. And in comprehending the current 
slowdown in Asian exports and in global 
trade in general, we should now be looking 
at the slackening pace of economic activ- 
ity and its impact in terms of how far along 
we are on the downward slope, and more 


terms of export deceleration from Asia to 
the U.S. As for the European side of the 
equation, we are perhaps another six to 
12 months away from a bottoming of ex- 
port growth rates. Yet there are likely to 
be some notable differences from previ- 
ous downturns. Inflation—coming after a 
long period of low interest rates—com- 
bined with China and commodity booms 
and a shifting role for the dollar are all 
part of this potent cocktail. 

Using the economic slowdowns of the 
1970s and 1980s for comparison is not 
straightforward given that global supply 
chains for manufactured goods were still 
relatively embryonic back then. Even so 
there is much to learn from what hap- 
pened to bulk and tankers after the 1970s 
boom. What we should try to track is the 
difference between trade growth by vol- 
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ume and value, focusing on the flows of 
manufactured goods. Today, container- 
ized trade transports far higher amounts 
of high-tech goods, as well as steel parts 
and agricultural commodities than was 
the case 20 years ago. With container 
trade tracking, we can look at both con- 
tainer port performances and vessel 
transport growth in order to better trian- 
gulate patterns. 

China’s container port volume growth 
is slowing more than nominal trade sta- 
tistics indicate. Total port volumes grew 
17% in May and 15% in April, this level 
representing a significant slowdown from 
the 23% levels one year ago. Shanghai, 
Shenzhen, Hong Kong and Qingdao have 
all seen overall volumes significantly be- 
low the current average. Trade export 
values in dollars grew 28% in May and 
22% in April (versus averages of around 
28% one year ago). The difference repre- 
sents a decline of about four percentage 
points. 

China container ports have seen vol- 
ume growth rates shift down from per- 
centages in the mid-20s range to 
. percentages in the mid to high-teens 
(when we exclude Hong Kong), represent- 
ing a decline of about seven percentage 
points. The change in differential is at 
least a few percent, with the issue of the 
yuan only indirectly related. When we ad- 
just to include Hong Kong in the calcula- 
tion, which we must do at some stage 
given that Hong Kong still handles sub- 
stantial chunks of China trade, up to 10 
percentage points of growth are lost in the 
differential between value and volume. 

Since 2007, trade volumes on contain- 
er ships out of Asia have slowed to low 
single digit growth, but the value of trade 
relative to the volume of trade—the rise 
of prices in the system—has shifted up. 
The Asia export value data taken against 
container export volume growth, shows 
a distinct pattern: The value of goods’ ex- 
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ports is increasing faster than the volume 
of goods. The China export data, which 
of course represents the single largest 
component of Asia exports, shows the 
trend even more clearly. 

The China trade and Asia container 
data for May give a clear warning that the 
value-volume differential is growing rap- 
idly in 2008. This is starting to look a lit- 
tle like inflation with Chinese 
characteristics—which takes us back to 
the potent inflation cocktail of low real 
rates and high commodities prices brew- 
ing in recent years. 

That China volume growth would 
slow down somewhat was expected. And 
yet everyone has continued to think of 
China as the world’s workshop for cheap 
goods without realizing that volumes can 
lose out to higher prices. China’s input 
costs have shot up as have transport costs, 
of which one-third are fuel costs, while 
developed country demand in volume 
terms is shifting down more rapidly than 
can be seen using conventional terms 
such as store sales. Could it be that infla- 
tion as glossed over with cp1-adjusted sta- 
tistics is the wrong measure to use? Our 
tracking of the value-to-volume gap tells 
us instinctively this has been one of the 
built-in problems in tracking trade for 
years. It did not matter when volumes and 
values were similar. But it matters now. 

The markets recently learned the U.S. 
consumer has shifted down demand, es- 
pecially in volume terms. No doubt the 
U.S. consumer will stage rebounds in de- 
mand, especially if oil prices come back 
below some magic number such as $100. 
But what if the American consumer is 
forced to dispense with his or her dispos- 
able consumer society behavior for a cou- 
ple more years because the pocketbook 
has shrunk and goods are structurally 
higher in price? 

Inflation that has progressed from 
commodities to finished goods—higher 
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China’s container port volume growth is slowing 
more than nominal trade statistics indicate. 
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steel prices to higher ship prices, to high- 
er prices of Chinese goods—should work 
in reverse once demand slows. But not be- 
fore bringing down average volume de- 
mand growth rates further. Until 2007, 
long-term growth of volumes from Asia 
to the U.S. was about 10%, with 2007 it- 
self already coming at zero. The current 
run rate for 2008 is looking to be minus 
2% if we stop decelerating in the first half 
of 2008. To put that in perspective, long- 
term global containerized trade has run- 
ning around 9% to 10%, with the U.S. 
driving the largest portion of that growth 
until 2006 and 2007, and Europe taking 
over in 2007. 

Now the picture we are getting in 
2008 is worse than expected in volume 
terms. Into the U.S., growth not only has 
slowed into flat or negative year-on-year 
growth for a few months, but we are now 
down for the last 12 months on average. 
We have to go back to 1995 and 1996 to 
find the same kind of volume slowdown. 
And Europe inbound container volume, 
which has seen long-term growth closer 
to 15% and about 19% in 2007, has also 
decelerated rapidly and is now running at 
the 10% level in 2008, and even that level 
is thanks to some continued pockets of 
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strength in the newer markets of Eastern 
Europe. The areas of weakness encom- 
pass most of old Europe. 

To make matters worse, new ships are 
increasing the supply of shipping capac- 
ity. Demand in volume terms has deceler- 
ated about 10 percentage points on the 
key Asia-export trade lanes, while the 
more expensive recently ordered ships 
(regardless of operation speeds) will only 
be coming on line faster in the coming 
two to three years. 

Inflation is still on the rise. Input, pro- 
duction and transport costs have all gone 
up. The question is when and how prices 
might fall as excess capacity forces ship- 
pers to compete for scarce customers. For 
the moment, we can’t assume cost pres- 
sures will ease soon. Thus we can’t as- 
sume demand volumes are finished 
declining—though we can speculate as to 
a potential deceleration in declines. As 
demand declines, there will be great op- 
portunities to lower transport costs, and 
also to identify investment opportunities 
once lower growth gets priced in. But 
Asia needs to face the fact the run rate of 
demand is shifting down and that we 
don’t know just yet how this story will 
end. i 








Jockeying for Power 
In the New Malaysia 


by Edmund Terence Gomez 





T’S BACK TO the future for 
Malaysian politics. Ten 
years ago, Deputy Prime 
Minister Anwar Ibrahim 
challenged the economic 
policies of his boss Mahathir Mohamad, 
and was brought down by accusations of 
sodomy. A defining image of this conflict 
was Mr. Anwar appearing in court with a 
bruised face as the result of a beating by 
the country’s police chief. 

Fast forward to 2008, and two months 
after a ban on Mr. Anwar holding office 
expired and just as he was gathering the 
votes to bring down the government of 
Prime Minister Abdullah Ahmad Badawi, 
new accusations of sexual misconduct are 
surfacing. At this writing, Mr. Anwar 
claims to have received death threats and 
is seeking shelter within the Turkish Em- 
bassy. One could be forgiven for thinking 
that little has changed in Malaysian poli- 
tics over the intervening decade. 

But in fact, despite the similarities, the 
dynamics of the contest today are more 
complicated than they were in the after- 
math of the Asian Financial Crisis. The 
ruling multiparty coalition Barisan Nast- 
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onal (BN, or National Front) has suffered a 
loss of support that was a long time in the 
making. Ironically the success of Dr. Ma- 
hathir’s development policies from 1981- 
2003 wrought a transformation of society 
that led the Malay majority to desert the 
United Malays National Organization. 
That in turn has destabilized the political 
compact between UMNO and parties rep- 
resenting the Indian and Chinese minori- 
ties to promote affirmative action policies 
in favor of the Malays. 

Dr. Mahathir’s New Economic Policy 
led to an acute regional and class divide 
among the Malays. On one hand, a new ur- 
ban middle class emerged, comprising in- 
dependent, dynamic, professional Malays 
at ease with themselves in interethnic eco- 
nomic and social ties, By the late 1990s, this 
group had become disillusioned with Bn, 
viewing selective patronage through affir- 
mative action as corrupt and wasteful, un- 
dermining the use of government-created 
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concessions to promote entrepreneurship. 
They supported the opposition in the 1999 
election, following the economic and po- 
litical crises that led to the rise of the refor- 
masi (reformation) movement, before 
returning in large numbers to BN in 2004. 

On the other hand, poverty persisted 
among rural Malays, even though affirma- 
tive action was explicitly targeted at lifting 
their status. The relatively homogenous 
Malay heartland formed the traditional 
bedrock of Dr. Mahathir’s UMNO, but their 
support for the party steadily eroded in 
the 1990s, with growing disillusionment 
over their scant economic progress, before 
they returned, though not in large num- 
bers, to BN in 2004. 

In November 2003, when Mr. Abdullah 
assumed the premiership, he publicly an- 
nounced he would govern differently by 
devolving power, curbing corruption and 
employing policies to aid the rural poor 
who had been abandoning UMNO. His key 
economic pledges to alleviate poverty in- 
cluded increasing income through self- 
employment, by promoting agriculture, a 
sector rural Malays were heavily involved 
in, and by supporting small- and medium- 
sized firms, where the Chinese had a huge 
presence. Mr. Abdullah’s pledges helped 
BN secure substantial electoral support in 
2004. 

Four years later on March 8, however, 
BN recorded its worst ever electoral perfor- 
mance, garnering just 49.8% of the votes 
cast in the peninsula. umNo’s share of the 
222 seats in parliament fell to a meagre 79 
seats from 109, a shock for a party accus- 
tomed to regularly holding a majority. The 
BN coalition retained a majority in parlia- 
ment only because it won 55 of the 57 par- 
liamentary seats in the East Malaysian 
states of Sabah and Sarawak. Four of the 13 
state governments also fell into the hands 
of the opposition, in addition to the previ- 
ously opposition-controlled Kelantan. 

Between 1990 and 1995, when BN se- 
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cured its best electoral victory with 65% of 
the popular vote, Malay support for it had 
already begun to fall. This occurred even 
though the economy grew phenomenally 
over that five-year period, a factor in the 
unprecedented non-Malay swing to the co- 
alition in 1995. In 1999, the BN continued to 
lose Malay support following the reforma- 
si, but after Dr. Mahathir’s departure the 
coalition registered increased support in all 
Malay-majority seats in the 2004 election, 
only narrowly failing to regain control of 
Kelantan, and recouped non-Malay support 
it had lost in the previous election. In 2008, 
BN’s support in most Malay-majority seats 
declined, while a large segment of non-Ma- 
lays swung to the opposition. 

The difference between electoral vic- 
tory and loss in numerous Malay-majority 
areas has, however, consistently remained 
below 10 percentage points, suggesting 
swings in support between UMNO and its 
main rival, the Islamic party, pas. The 
swings against UMNO were registered when 
it was seen to have failed to deliver econom- 
ically. The voting trend suggests other 
anomalies. Although BN lost Malay support 
in 2008, the state of Terengganu did not fall 
to the opposition as it had in 1999, though 
another state, Kedah, did so for first time in 
its history. The results suggest UMNO could 
well regain control of Malay heartland 
states in the next election if it addresses the 
economic needs of rural Malays. 

There were similar inconsistencies in 
voting patterns in non-Malay majority 
seats. Although BN lost much support in 
two-thirds of these seats between 1995 and 
1999, then opposition leader Lim Kit Siang 
of the Democratic Action Party and promi- 
nent allies registered defeats. Even though 
the opposition retained its Chinese-strong- 
hold seats in Kuala Lumpur, BN increased 
its support there. In 2004, BN secured 
greater support in 22 non-Malay majority 
constituencies, with a decline in only 10. 
However, DAP secured two more parlia- 
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mentary seats and Mr. Lim was returned as 
opposition leader. In 2008, BN recorded a 
phenomenal double-digit percentage point 
fallin support in most non-Malay constitu- 
encies. There was a reason for these unusu- 
al electoral patterns in both non-Malay and 
Malay-majority constituencies. 

The results of the epochal 1999 elec- 
tions following the reformasi reflected 
ambivalence among the electorate. Al- 
though the urban, particularly non-Malay, 
electorate supported the demands for po- 
litical reform made by the _ 
reformasi, it was also un- 
easy over the awkward con- 
stitution of the opposition 
coalition. The major oppo- 
sition parties had then co- 
alesced to establish Barisan 
Alternatif (BA, or Alterna- 
tive Front), which also com- 
prised the newly-created 
Parti Keadilan Rakyat (Peo- 
ple’s Justice Party), its de 
facto leader, Anwar Ibra- | 
him, whose ouster by Dr. 


Mahathir as deputy prime Anwar Ibrahim lodges a police report at the Se- 


langor Police headquarters in Malaysia on July 1. 


minister in 1998 precipitat- 
ed the reformasi movement. Mr. Lim 
would later admit his decision to take DAP 
into the BA had been repudiated by the 
electorate. The BA fragmented when DAP 
left, citing irrevocable differences with 
PAS over the latter’s insistence on propa- 
gating an Islamic state. 

The subsequent 2004 electoral results 
reflected a number of pertinent issues. 
First, they confirmed that many Malay- 
sians did not see BA as a viable alternative 
to the ruling coalition. Second, the results 
supported the argument that Dr. Maha- 
thir’s focus on heavy industries and cor- 
porate accumulation had steadily alienated 
rural Malays and contributed to Pas’s 
growing influence in the Malay heartland. 
Third, they suggested that BN’s phenom- 
enal victory was due to problems within 





the opposition, specifically its inability to 
articulate acommon stand to unify Malay- 
sians. DAP’s departure from BA and PAS’s 
Islamic state ideology had alienated non- 
Muslims and hindered Keadilan’s capacity 
to secure victories in non-Malay majority 
constituencies. 

While pas remained UMNO’s primary 
opposition, electoral trends between 1990 
and 2004 suggest that it was not the Islam- 
ic party’s religious stance that posed a 
threat to BN. PAS has little national influ- 
ence, with limited capacity 
to win seats outside the Ma- 
lay heartland. After its vic- 
tories in 1990 and 1999, PAS 
realized that it fared best 
when it contested elections 
; in a coalition. Although pas 
has a strong core base com- 
prising about 40% of the 
Malay heartland electorate, 
it needed to modify its dis- 
course if it was not to be 
.| viewed merely as a protest 
ME vote. pas subsequently be- 
gan emphasizing the need 
for a welfare state. 

Among politicians, it was Mr. Anwar 
who responded most adroitly to changes 
within society. His 2008 campaign chose 
two key rallying points: BA would institute 
a genuine form of multiethnic governance, 
without Malay hegemony, and it would 
dispense with affirmative action along ra- 
cial lines. Although affirmative action re- 
duced interethnic income and wealth 
disparities, Mr. Anwar understood that its 
long-term implementation had dissatisfied 
many Malaysians. 

In late 2007, poor Indians manifested 
their anger over their continued marginal- 
ization in a mass demonstration. The Chi- 
nese became particularly critical of 
affirmative action after 1990 when the pol- 
icy was sustained indefinitely, even though 
BN had promised in 1970 that it would prac- 
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tice positive discrimination for only the 
next 20 years. Rural Malays were upset that 
the policy had contributed to huge intra- 
ethnic income and wealth disparities. 

Meanwhile the rise of the multiracial 
Keadilan in 2008, securing the greatest 
number of seats among opposition parties, 
suggests the need for all parties to serious- 
ly consider the concept of Bangsa Malay- 
sia, a Malaysian nation that transcends 
ethnic identity. The concept was conceived 
by Dr. Mahathir in 1990, probably as mere 
rhetoric, but it captured the imagination 
of Malaysians. A recent poll indicates na- 
tional identity is important to voters, even 
though experiences of exclusion, discrim- 
ination and marginality shape how itis un- 
derstood by Malaysians. And in spite of 
their public endorsement of Bangsa Ma- 
laysia, past and present UMNO presidents 
have had to contend with repeated calls 
from within the party for ketuanan Melayu 
(Malay supremacy). 

It is plausible UMNo believes that the 
propagation of race-based politics or poli- 
cies to resolve these regional and class 
cleavages remains the best strategy to mo- 
bilize rural Malay support and reinforce 
its legitimacy as a Malay-based party. Ra- 
cializing Malay poverty would, moreover, 
allow influential UMNO members contin- 
ued access to government concessions. 
This will only serve to foreclose other 
forms of political identification, such as 
ketuanan rakyat (people supremacy) that 
the opposition is trying to promote. 

But BN has also to contend with explicit 
calls for nonethnic and nonreligious-based 
politics from an increasingly vocal urban 
middle-class. And the non-Malay poor, no- 
tably the well-dispersed Indians, face the 
same problems that bedevil underprivi- 
leged rural Malays while income and 
wealth inequalities in urban areas have 
evolved differently. All this suggests the 
need for universal-type policies rather than 
those that target specific communities. 
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Members of both the Bn-led national 
government and the state governments 
under the opposition are aware that how 
their form of governance unfolds is under 
scrutiny, and that the coalition that ap- 
pears less racially oriented would probably 
secure ascendancy in the next election. 
Opposition parties have addressed this by 
proposing Pakatan Rakyat (Peoples’ Alli- 
ance), a tripartite coalition with all parties 
standing equal. But a crucial fact haunts 
Pakatan. DAP, which contested as a single 
party, performed extremely well in non- 
Malay majority constituencies, a result it 
had expected but not secured in 1999 when 
in BA. DAP’s participation in Pakatan has 
yet to be endorsed by the electorate, and 
unless the coalition members transcend 
their ideological differences, they could 
well lose the electoral gains that have un- 
expectedly led them to power. 

The dual-type society that has now 
emerged in the peninsula, in multiracial 
urban areas and in the rural Malay heart- 
land, though numerous class and other 
cleavages exist within both regional areas, 
poses a complex challenge to Pakatan. The 
new coalition has to navigate the difficult 
terrain of understanding cultural and na- 
tional identity before articulating a dis- 
course of politics and promulgating 
policies that all groups would welcome. 

In spite of its poor showing in the 
March elections, UMNO has shown no 
move towards reforming BN to allow its 
partners meaningful participation in pol- 
icy planning and decision-making. UMNO’s 
main ethnically-based BN partners, the 
Malaysian Chinese Association and Ma- 
laysian Indian Congress, realizing their 
growing irrelevance following their dis- 
mal electoral showing, have become overt- 
ly, and unconventionally, critical of 
government plans. There also appears to. 
be little willingness on UMNO’s part to ac- 
commodate the demands by BN component 
parties from Sabah for larger representa- 
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tion in the executive and for greater au- 
tonomy over royalties from its mineral 
resources, particularly oil and gas, which 
are desperately required to alleviate pov- 
erty in that state. 

These calls for greater inclusion and 
funds remain unheeded even though Mr. 
Anwar now claims that at least 30 BN par- 
liamentarians are ready to join his coali- 
tion, a move which would lead to the fall 
of Mr. Abdullah’s government. A majority 
of these parliamentarians are reputedly 
Sabah-based BN members. Mr. Anwar has, 
however, come under some public criti- 
cism over the ethics of encouraging party- 
hopping. It is still unclear how Malaysians 
in general would view Mr. Anwar’s ascen- 
sion to the premiership under these cir- 
cumstances, If the BN politicians who join 
him are those with a tainted track record, 
this could also jeopardize the goodwill the 
opposition now enjoys with much of the 
electorate. 

UMNO’s principal preoccupation is 
whether Mr. Abdullah should remain its 
president. Mr. Abdullah’s position, howev- 
er, appears safe, in spite of strident criti- 
cisms by UMNO members and elders, 
especially Dr. Mahathir. The former prime 
minister’s discontent with his chosen suc- 
cessor is probably over Mr. Abdullah’s ob- 
vious reluctance to continue with his key 
economic policies and curb attempts by the 
opposition to expose abuse of power dur- 
ing his long rule. Since UMNO’s constitution 
stipulates that presidential nominees by 
each party division would obtain “bonus 
votes,” a potential candidate would need to 
secure enormous grass-roots support if he 
hopes to unseat the incumbent during elec- 
tions at the general assembly. This rule 
heavily favors the incumbent as divisional 
heads come under the purview of state 
leaders appointed by the president. 

Dr. Mahathir introduced this regula- 
tion in the late 1980s to consolidate his 
then tenuous position in UMNO, but he now 
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argues that it deeply undermines party de- 
mocracy. An attempt is being made, with 
the support of some senior UMNO leaders, 
to amend this rule before the party elec- 
tions this December, an indication of the 
level of discontent with Mr. Abdullah. And 
this rule has not deterred party veterans 
from mounting a challenge, who argue 
that the current administration’s poor 
leadership will hinder the refashioning of 
UMNO and BN to the extent necessary to 
check the opposition’s further rise. 

But this campaign has already appeared 
to falter, sufficiently enough for Dr. Maha- 
thir to resign from UMNO, claiming he will 
only return if Mr. Abdullah steps down as 
party leader. Dr. Mahathir has also called 
on UMNO—and BN—parliamentarians to 
leave, though not to join the opposition. It 
is unlikely, however, that the former lead- 
er’s call will precipitate a mass exodus from 
UMNO. History has shown how difficult it is 
for members, even prominent leaders, who 
have left UMNO to regain power. Since some 
leaders are also tainted by serious allega- 
tions of corruption, they probably feel they 
remain protected from prosecution by stay- 
ing loyal to the party. 

Mr. Abdullah’s critics, specifically Dr. 
Mahathir, have intensely racialized their 
campaign to oust the current leadership ar- 
guing that it is doing little to protect Malay 
rights and hegemony that are ostensibly 
under threat. The tenor of this highly ra- 
cialized and potentially divisive campaign 
suggests that UMNO is caught in a time 
warp, persisting with an outmoded politi- 
cal discourse that reinforces ethnic differ- 
ences. This form of campaign against Mr. 
Abdullah has already drawn much public 
criticism for this reason, and the party’s 
festering factionalism will only serve to dis- 
tract the government from conceiving uni- 
versally-based pro-poor policies to 
overcome serious regional and class di- 
vides, problems which the electorate now 
clearly expects its politicians to resolve. Ii 
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Thailand, Thaksin and 
The Temple of Doom 





Thailand is in the news again as demonstrators take to the streets hop- 
ing to topple the Samak government. Opponents will stop at nothing— 
including stirring up fervent Thai nationalism—to get their way. 


It’s Still 
About Thaksin 


by Pasuk Phongpaichit 
and Chris Baker 
HE GENERAL ELECTION of De- 
cember 2007 promised to settle 
the turmoil that has enveloped 
Thai politics for almost three years. But six 
months on, the situation is as divided and 
emotional as it was on the eve of the Sep- 
tember 2006 coup which overthrew the 
government of Thaksin Shinawatra. 
What happened? The issue is Mr. Thak- 
sin. Will he get back the roughly $2 billion 
dollars of family assets that have been fro- 
zen? Will he be punished—even become 
the first Thai premier to be jailed—under 
one of the many court cases piling up 
against him? Will he return to power? And 
if so, how would he use that power? 
After the coup, Mr. Thaksin went into 





self-imposed exile. Though absent in body, 
he remained an ever-present force in Thai 
politics. He kept himself in the public eye 
through deft use of the Internet and some 
showy business deals. He recruited the old 
political war-horse, Samak Sundaravej, to 
lead the People Power Party, a revamped 
version of his disbanded Thai Rak Thai. 
Many believe that Mr. Thaksin’s money 
and his continued popular support helped 
PPP to achieve its resounding victory at the 
polls last December. 

When the Samak government took of- 
fice in February, Mr. Thaksin announced 
that he would not rush to return to Thai- 
land. Yet three weeks later he was back in 
Bangkok. In public, he announced he would 
stay clear of politics and devote himself to 
charity work. But the dramatic staging of 
his return—prostrating to the motherland 
at the airport for the benefit of the camer- 
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as— totally belied this promise. He huddled 
with his old political lieutenants. He set off 
on a merit-making trip to 99 temples which 
looked very much like a stump tour. He 
hosted visits by prominent international 
billionaire businessmen, reclaiming his role 
as the man who can spark the economy. 

Yet any return of Mr. Thaksin to the 
formal political stage faces formidable le- 
gal obstacles. In 2007, the courts dissolved 
TRT and included Mr. Thaksin among 111 
executives subject to a five-year ban on po- 
litical activity. Mr. Thaksin faces two suits 
already in court, and around 30 others in 
process, relating to his abuse of power 
while in office. 


Judicial Battles 


WITHIN WEEKS OF the Samak government 
taking office, it seemed to many that its pri- 
ority was to remove these obstacles. On be- 
coming prime minister, Mr. Samak 
announced that he would defer any action 
on the political ban, or reform of the coup 
government’s new constitution, until the 
end of his four-year term. But before one 
month was up, the reform of the constitu- 
tion had moved to the head of the govern- 
ment’s agenda. The two clauses targeted 
for change would allow the government to 
scrap the ban, and invalidate all the judi- 
cial investigations of Mr. Thaksin launched 
since the coup. 

The coup government had established 
an Asset Examination Committee (AEC) to 
investigate many allegations against Mr. 
Thaksin, his family, and his government. 
The arc started slowly, but in early 2008 
submitted several major plaints to the ju- 
dicial process. The most important of these 
concerned corruption in the construction 
of Bangkok’s new Suvarnabhumi Airport, 
the concealment of Thaksin family assets 
while Mr. Thaksin was in office and abuse 
of power for the commercial advantage of 
the Thaksin family companies. 


The Arc is empowered to investigate 
cases and prepare plaints, but then has to 
forward them to the Office of the Attorney 
General or the Department of Special In- 
vestigations (DSI) for submission to the 
courts. As one of its first moves, the Samak 
government replaced the psi head appoint- 
ed by the junta with an officer sympathet- 
ic to Mr. Thaksin. The attorney-general’s 
office and the psI have repeatedly rejected 
the AEC cases on the grounds of insufficient 
evidence. The acting attorney-general 
gained his appointment during the Thak- 
sin era, and is codefendant in one of the key 
cases launched against the former prime 
minister. 

The government has made several oth- 
er key appointments with direct bearing 
on the judicial challenge to Mr. Thaksin. 
Seripisut Temiyavej was removed as chief 
of police. A key official investigating the 
purchase of a plot of land from a govern- 
ment agency by Mr. Thaksin’s wife was 
also reassigned. Next, the police launched 
defamation charges against the ex-DsI 
chief and all the members of the Arc. Such 
defamation charges have become a com- 
mon form of harassment. Many wondered 
why the police would take this duty upon 
themselves. In a final shabby touch, three 
of Mr. Thaksin’s lawyers were caught 
handing a confectionery box bound with 
duct tape and containing two million baht 
(around $60,000) to a court official in- 
volved in the key land case. 

The conviction that Mr. Thaksin is us- 
ing every means—political, judicial, and fi- 
nancial—to regain his wealth, avoid 
imprisonment, and return to power has 
gradually reassembled the same coalition 
of anti-Thaksin forces that were behind the 
2006 coup. On two occasions in April and 
May when granting audience to newly ap- 
pointed senior judges, King Bhumibol Adu- 
lyadej delivered a lecture, relayed by the 
press. The king said, “..if there is no justice 


in this country, the country will collapse... 
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you have studied and prepared yourself for 
your duties, which is to dispense justice. 
This word justice means one who conducts 
himself virtuously, uprightly, and straight- 
forwardly, not only within the halls of 
court, but without.... If you are able to do 
this, I believe the country will remain in 
peace and harmony.” 

Generals who were part of the 2006 jun- 
ta have come out to give public support to 
the AEC, and mutter threats about what 
might happen if the agency is scrapped and 
its work invalidated. During the period 
from March to May, the Bangkok press—es- 
pecially those papers which reflect middle- 
class opinion—turned hostile towards the 
Samak government. On 25 May, the Peo- 
ple’s Alliance for Democracy, the activist 
coalition which orchestrated street demon- 
strations calling for the removal of Mr. 
Thaksin in 2005-06, announced that it was 
resuming its protests. 

Street demonstrations in Bangkok have 
not always been treated kindly, but the re- 
newed PAD campaign seemed to enjoy some 
special immunity. When Mr. Samak angri- 
ly announced he would clear pap off the 
streets, using violence if necessary, the 
army refused to cooperate and the prime 
minister was forced to recant within hours. 
When paD set up a permanent protest site, 
blocking a major road in the administrative 
quarter of the capital, the police stood aside, 
and public-opinion surveys were surpris- 
ingly lenient over the disruption to traffic. 
When the demonstration moved to sur- 
round Government House, the police block- 
ade seemed designed to fail. 

Academics who were prominent in the 
earlier anti-Thaksin movement have spo- 
ken from the PAD stage. So too have some 
members of parliament from the opposition 
Democrat Party. Aides of the coup generals 
have been spotted backstage. General 
Saprang Kalayanamitr, a member of the 
junta who lost out in the competition to be 
army chief, gave his open support. 


The pap has resurrected a theme which 
was highly successful in cementing support 
during their earlier phase of protest. They 
dress themselves in yellow, a color strongly 
associated with King Bhumibol. They bind 
their heads with bands calling on people to 
“save the nation.” They claim to be carrying 
out a mission to save the king and the mo- 
narchic institution from threat. In parallel, 
there has been a flurry of lése majesté 
charges, A man was arrested for not stand- 
ing during the playing of the royal anthem 
in a cinema. Jakrapob Penkair, formerly 
Mr. Thaksin’s spokesman and then a junior 
minister in the Samak government, was 
charged for a rambling English-language 
speech about the “patronage system.” And 
the BBC correspondent in Bangkok was 
placed under investigation for remarks at 
the press club. 

The Democrat Party has been galva- 
nized into more aggressive scrutiny of the 
Samak government, and demanded a de- 
bate to review the government’s perfor- 
mance even though the Cabinet has been 
at work for only four months. 

On June 30, the Constitution Court re- 
jected a case challenging the legal basis of 
the arc. This ruling means the Thaksin 
camp will find it difficult to invalidate the 
whole work of the body. On the same day, 
the term of the AEC expired. Fourteen cas- 
es-in-progress were handed over to the Na- 
tional Counter Corruption Committee to 
complete. That evening the coup leader, 
General Sonthi Boonyaratklin, and several 
of his lieutenants attended a party to con- 
gratulate the AEc on its work. 

In face of this campaign on the streets, 
in parliament, and in the press, the Thak- 
sin camp has backed off slightly. The pro- 
posals to amend the constitution were 
quietly dropped. Mr. Samak vehemently 
resisted the call for a parliamentary debate 
but then caved in. Mr. Thaksin contrived 
to meet the head of the Privy Council, 
General Prem Tinsulanonda, at a crema- 
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tion ceremony just long enough to blurt 
out, “I apologize for everything.” 

The upsurge of everyday political drama 
has led to expectations that the Samak gov- 
ernment must fall, either by coup of by some 
parliamentary process. The PAD has pub- 
licly called for this to happen. Much of the 
press appears to support this view. The 
Democrats launched a no-confidence mo- 
tion, which was easily defeated. Coup ru- 
mors have been constant. The 
international press has spun stories about 
elite minorities engineering the overthrow 
of a popularly elected government. 

But in reality, the butt of all this protest 
is Mr. Thaksin not Samak’s government. 
The aim of the PAD campaign is to block at- 
tempts to derail the judicial assault on 
Thaksin. Besides, expectations that the 
government will fall underestimate the 
combination of Mr. Samak and his army 
chief. The prime minister seems in a weak 
position. He became the country’s leader at 
Mr. Thaksin’s behest, and has virtually no 
personal support in cabinet or parliament. 
Yet he has the massive asset of the prime 
ministerial appointment, his own long ex- 
perience at the Thai political game, and his 
old contacts with the palace and barracks. 
Once in the job, he distanced himself from 
Mr. Thaksin, and built an alliance with the 
army chief, General Anuphong Paochinda. 
The general was appointed by the coup gov- 
ernment in late 2007, probably because he 
was seen as the more compromising candi- 
date. He has consolidated his position 
through sweeping changes of command at 
the operational levels of the army. He has 
cleverly kept his head down and his mouth 
shut, and worked behind the scenes. Gen. 
Anuphong had been a member of the same 
cadet school class as Mr. Thaksin, yet threw 
in his lot with the coup group. Mr. Samak 
and Gen. Anuphong are remarkable in hav- 
ing access into both of the warring camps. 
They have made a point of being seen to co- 
operate closely. 


Infinite Shades of Gray 


MR. SAMAK COULD be felled by coup, oust- 
ed in parliament or hounded into resigna- 
tion. But none of these seem likely in the 
near future. If MPs turn against him, he has 
promised to dissolve the house, and few 
MPs want another expensive election after 
three in the last three years. A Democrat- 
led coalition would be highly unstable, and 
the party might be decimated if such a co- 
alition fell and it had to face the electorate. 
The failure of the last coup to achieve its 
aims must deter a repeat performance, 
though some generals have been muttering 
about doing it properly next time. 

For the short to medium term, the Sa- 
mak-Anuphong alliance creates some space 
for the warring parties to negotiate some 
form of compromise, Although the two 
sides portray the battle in black-and-white, 
the reality is painted in infinite shades of 
gray. Mr. Thaksin can claim the mandate 
given by electoral support at the polls. But 
he has probably done enough wrong in his 
business dealings to warrant punishment. 
The PAD protest coalition may be right to 
oppose the Thaksin camp’s attempts to un- 
dermine the judicial process, and may be 
able to rack up support from important sec- 
tions of the society. But there is little chance 
that PAD members—or even the Democrat 
Party—could win an election. 

The factor that will introduce urgency 
into the process is the economy. The main 
task of this government is to progress the 
large infrastructure schemes which have 
now been delayed for several years. Infla- 
tion requires prices to be renegotiated 
throughout the economy, and that will re- 
quire firm management. If the Thai busi- 
ness community starts to feel strongly that 
the economy is being sacrificed due to po- 
litical rivalry that could increase pressure 
to solve the “Thaksin issue.” Muddling 
through this one in the usual Thai way is 
going to take some time and some skill. IE 
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Temple Furor Exposes Delicate Ties 
by Bertil Lintner 


TEMPLE COMPLEX NEAR the 
Thai-Cambodian border has pit- 

ted not only the two countries 
against each other but also Thai opposition 
political parties against the government of 
Samak Sundaravej. At the heart of the dis- 
pute is whether Thailand should accept a 
map that demarcates the border around 
the temple, which Cambodia wants to have 
listed as a World Heritage Site with UNES- 
co, the United Nations Educational, Scien- 
tific and Cultural Organization. 

Thailand has long been opposed to that 
and argued that the site includes not only 
the temple but also part of a Thai national 
park. Therefore, Bangkok’s traditional 
stance was that Thailand and Cambodia 
should jointly administer the site. Or the 
border would have to be clearly defined. But 
on June 17, Samak’s foreign ministry ac- 
cepted a map presented by the Cambodian 
side—and the Thai opposition has clearly 
taken advantage of the unpopular decision, 
stirring up nationalist sentiments against 
the increasingly embattled government. 

It is a sensitive issue on both sides of 
the border. The temple, Prasat Preah Vi- 
bear in Khmer, the language of Cambodia, 
and Prasat Khao Phra Viharn in Thai, was 
built in the 11th and 12th centuries by 
Cambodian kings at a time when the 
Khmer empire was large and prosperous. 
But as the empire fell apart, territories 
were lost to neighboring countries—in- 
cluding Thailand, which explains the ex- 
istence of Khmer temples in modern day 
Thai provinces. The biggest such temple, 
Phanom Rung in Buriram Province, is well 
inside Thailand and has therefore never 
been disputed. But Preah Vihear is located 
on the top of a cliff, 525 meters above the 
Cambodian plain, from which it is almost 





inaccessible. Thais argue that it is on the 
Thai side of the watershed, and therefore 
should belong to Thailand. And almost all 
access to the temple throughout history 
has been from what now is Thailand’s Si- 
saket Province. 

When Cambodia was a French protec- 
torate, French maps showed it as being on 
the Cambodian side. The Thais were hard- 
ly in a position to protest, but when the 
French left Cambodia in 1953, the Thais 
soon moved in and occupied it. The Thai 
flag flew on a post near the cliff, so it could 
be clearly visible from the plain below. In 
1959, Cambodia severed diplomatic rela- 
tions with Thailand and lodged a com- 
plaint with the World Court in The Hague. 
On June 15, 1962, the court ruled by nine 
to three that Preah Vihear belonged to 
Cambodia. The Thai army was prepared 
to go to war over the issue, but the king 
intervened and told them to respect the 
decision of the World Court. 

During the Cambodian civil war in the 
early 1970s, republican forces loyal to Lon 
Nol’s government in Phnom Penh con- 
trolled the temple—and, given its location 
on the top of a cliff, it was easy to defend 
against the communist Khmer Rouge. 
Tourists were even able to visit it—but they 
had to enter the site from the Thai side. It 
did not fall into communist hands une the 
end of the war in 1975. 

After the Vietnamese invasion in 1978- 
79, the temple became a base for the Khmer 
Rouge resistance forces. Even Khmer 
Rouge leader Pol Pot received foreign jour- 
nalists there in 1979—indicating that also 
he had entered Cambodia from the Thai 
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side. It was not until 1998 that the Preah 
Vihear once again was in the hands of 
Phnom Penh. It has since then been opened 
for tourists, who do not need a visa for 
Cambodia as it is almost impossible to go 
from there to other places in the country. 

For the Cambodians, Preah Vihear is 
part of their heritage and they fought and 
won in an international court to have their 
claims recognized. Next in importance to 
Angkor Wat, it is a strong symbol of Cam- 
bodian nationalism. Many Thais, on their 
part, have never forgiven Cambodia for 
winning at the World Court, and strongly 
believe that the temple complex should be- 
long to Thailand. 


Fragile Relations 


SEEN IN A broader perspective, the row over 
Preah Vihear reflects the delicate nature of 
Thai-Cambodian relations. Many Cambo- 
dians see the Thais as bullying neighbors 
who do not really respect their indepen- 
dence. Tensions flared into riots after a 
Thai actress in January 2003 was reported 
to have said that Angkor Wat—definitely 
the national symbol of Cambodia—should 
belong to Thailand. It once did: first until 
1907, when Thailand had to cede the prov- 
inces of Battambang, Siem Reap—where 
Angkor Wat is located—and Sisophon to 
France, and again when western Cambodia 
was occupied by the Thais during World 
War II. The actress’ alleged remark made 
Phnom Penh explode in a fiery outburst of 
anti-Thai demonstrations. Protesters broke 
into the Thai Embassy, which was set on 
fire, and offices of Thai companies in the 
Cambodian capital were ransacked by an- 
gry mobs. The then Thai ambassador to 
Cambodia was forced to flee. 

It was alleged at the time that the Cam- 
bodian authorities had allowed the riots to 
take place in order to get popular support 
by playing on nationalist feelings. The fact 
that gangs of youths could roam around 
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Phnom Penh seemingly freely for hours, 
destroying Thai property in their path, 
lends some credence to this suggestion. 

In a similar but nonviolent way, the 
Thai opposition is now using the Preah Vi- 
hear issue to garner support for its cam- 
paign to unseat Mr. Samak’s government. 
Preah Vihear was on the top of a list of six 
issues that opposition leader Abhisit Vejja- 
jiva raised before the Thai parliament 
when it met to vote on a no-confidence mo- 
tion against the government on June 26. 
Mr. Abhisit said that Thailand had never 
accepted the map that Cambodia present- 
ed to the World Court in 1962. He also said 
that Thailand intended to seek the return 
of Preah Vihear “when the opportunity 
arose.” By endorsing a new, slightly re- 
vised map, Mr. Samak’s government had 
given “up the rights that Thailand had al- 
ways upheld,” the Bangkok Post quoted 
Mr. Abhisit as saying on June 25. 

The antigovernment People’s Alliance 
for Democracy also protested, and Thai- 
land’s Administrative Court has issued an 
injunction against the Foreign Ministry’s 
support for the Cambodian proposal to list 
Preah Vihear as a World Heritage site. It 
is also clear that the Thai opposition is us- 
ing the issue to hit at former prime minis- 
ter, Thaksin Shinawatra, who is widely 
believed to wield significant influence over 
the current government. The opposition 
has alleged that the Thai Foreign Ministry 
agreed to accept the Cambodian map in 
order to secure business concessions for 
Mr. Thaksin in the neighboring country, 
pointing out that the foreign minister, 
Noppadon Pattama, was a lawyer for Mr. 
Thaksin before taking up his current post. 
Both Mr. Thaksin and the government ve- 
hemently deny this. 

On June 23, Cambodia closed the bor- 
der crossing at Preah Vihear. But the issue 
is unlikely to go away; there is simply too 
much national pride at stake in Thailand 
as well as in Cambodia. = 
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China’s Guerrilla 
War for the Web 


by David Bandurski 





HEY HAVE BEEN called the 
“Fifty Cent Party,” the “red 
vests” and the “red van- 
guard.” But China’s grow- 
ing armies of Web 
commentators—instigated, trained and f- 
nanced by party organizations—have just 
one mission: to safeguard the interests of 
the Communist Party by infiltrating and 
policing a rapidly growing Chinese Inter- 
net. They set out to neutralize undesirable 
public opinion by pushing pro-Party views 
through chat rooms and Web forums, re- 
porting dangerous content to authorities. 

By some estimates, these commentary 
teams now comprise as many as 280,000 
members nationwide, and they show just 
how serious China’s leaders are about the 
political challenges posed by the Web. More 
importantly, they offer tangible clues about 
China’s next generation of information con- 
trols—what President Hu Jintao last month 
called “a new pattern of public-opinion 
guidance.” 

It was around 2005 that party leaders 
started getting more creative about how to 
influence public opinion on the Internet. 
The problem was that China’s traditional 





propaganda apparatus was geared toward 
suppression of news and information. This 
or that story, Web site or keyword could be 
banned, blocked or filtered. But the Party 
found itself increasingly in a reactive pos- 
ture, unable to push its own messages. This 
problem was compounded by more than a 
decade of commercial media reforms, 
which had driven a gap of credibility and 
influence between commercial Web sites 
and metropolitan media on the one hand, 
and old party mouthpieces on the other. 
In March 2005, a bold new tactic 
emerged in the wake of a nationwide purge 
by the Ministry of Education of college bul- 
letin-board systems. As Nanjing University, 
one of the country’s leading academic insti- 
tutions, readied itself for the launch of a 
new campus forum after the forced closure 
of its popular “Little Lily” BBs, school offi- 
cials recruited a team of zealous students 
to work part time as “Web commentators.” 
The team, which trawled the online forum 
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for undesirable information and actively ar- 
gued issues from a Party standpoint, was 
financed with university work-study funds. 
In the months that followed, party leaders 
across Jiangsu Province began recruiting 
their own teams of Web commentators. Ru- 
mors traveled quickly across the Internet 
that these Party-backed monitors received 
50 mao, or roughly seven cents, for each 
positive post they made. The term Fifty 
Cent Party, or wumaodang, was born. 

The push to outsource Web controls to 
these teams of pro-government stringers 
went national on Jan. 23, 2007, as President 
Hu urged party leaders to “assert suprem- 
acy over online public opinion, raise the 
level and study the art of online guidance, 
and actively use new technologies to in- 
crease the strength of positive propagan- 
da.” Mr. Hu stressed that the Party needed 
to “use” the Internet as well as control it. 

One aspect of this point was brought 
home immediately, as a government order 
forced private Web sites, including several 
run by Nasdaq-listed firms, to splash news 
of Mr. Hu’s Internet speech on their sites 
for a week. Soon after that speech, the Gen- 
eral Offices of the crc and the State Council 
issued a document calling for the selection 
of “comrades of good ideological and polit- 
ical character, high capability and familiar- 
ity with the Internet to form teams of Web 
commentators ... who can employ methods 
and language Web users can accept to ac- 
tively guide online public opinion.” 

By the middle of 2007, schools and par- 
ty organizations across the country were 
reporting promising results from their 
teams of Web commentators. Shanxi Nor- 
mal University’s 12-member “red van- 
guard” team made regular reports to local 
Party officials. One report boasted that 
team members had managed to neutralize 
an emerging BBS debate about whether stu- 
dents should receive junior college diplo- 
mas rather than vocational certificates, the 
former being much more valuable in Chi- 


www.feer.com 


na’s competitive job market. “A question 
came up among students about what kind 
of diplomas they would receive upon grad- 
uation,” the university report read. “A num- 
ber of vanguards quickly discovered the 
postings and worked together to enforce 
guidance with good results.” 

China’s Culture Ministry now regularly 
holds training sessions for Web commenta- 
tors, who are required to pass an exam be- 
fore being issued with job certification. A 
Chinese investigative report for an influen- 
tial commercial magazine, suppressed by 
authorities late last year but obtained by 
this writer, describes in some detail a Sep- 
tember 2007 training session held at the 
Central Academy of Administration in 
Beijing, at which talks covered such topics 
as “Guidance of Public Opinion Problems 
on the Internet” and “Crisis Management 
for Web Communications.” 

In a strong indication of just how large 
the Internet now looms in the Party’s dai- 
ly business, the report quotes Guan Jian- 
wen, the vice president of People’s Daily 
Online, as saying during the training ses- 
sion: “In China, numerous secret internal 
reports are sent up to the Central Party 
Committee through the system each year. 
Of those few hundred given priority and 
action by top leaders, two-thirds are now 
from the Internet Office [of the State 
Council Information Office].” 

The ccp’s growing concern about the 
Internet is based partly on the recognition 
of the Web’s real power. Even with the 
limitations imposed by traditional and 
technical systems of censorship—the best 
example of the latter being the so-called 
“Great Firewall”—the Internet has given 
ordinary Chinese a powerful interactive 
tool that can be used to share viewpoints 
and information, and even to organize. 

But the intensified push to control the 
Internet, of which China’s Web commen- 
tators are a critical part, is also based ona 
strongly held belief among Party leaders 
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that China, which is to say the ccp, is en- 
gaged in a global war for public opinion. In 
Gongjian, a book released earlier this year 
that some regard as President Hw’s political 
blueprint, two influential Party theorists 
wrote in somewhat alarmist terms of the 
history of “color revolutions” in Eastern 
Europe and Central Asia. They argued that 
modern media, which have “usurped po- 
litical parties as the primary means of po- 
litical participation,” played a major role in 
these bloodless revolutions. “The influence 
of the ruling party faces new challenges,” 
they wrote. “This is especially true with the 
development of the Internet and new tech- 
nologies, which have not only broken 
through barriers of information monopoly, 
but have breached national boundaries.” 

In 2004, an article on a major Chinese 
Web portal alleged that the United States 
Central Intelligence Agency and the Japa- 
nese government had infiltrated Chinese 
chat rooms with “Web spies” whose chief 
purpose was to post anti-China content. 
The allegations were never substantiated, 
but they are now a permanent fixture of 
China’s Internet culture, where Web spies, 
or wangte, are imagined to be facing off 
against the Fifty Cent Party. 

Whatever the case, there is a very real 
conviction among party leaders that China 
is defending itself against hostile “external 
forces” and that the domestic Internet is a 
critical battleground. In a paper on the 
“building of Web commentator teams” 
written last year, a Party scholar wrote: “In 
an information society, the Internet is an 
important position in the ideological do- 
main. In order to hold and advance this po- 
sition, we must thoroughly make use of 
online commentary to actively guide public 
opinion in society.” 

Mr. Hu’s policy of both controlling and 
using the Internet, which the authors of 
Gongjian emphasize as the path forward, 
is the Party’s war plan. Chinese Web sites 
are already feeling intensified pressure on 
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both counts. “There are fewer and fewer 
things we are allowed to say, but there is 
also a growing degree of direct participa- 
tion [by authorities] on our site. There are 
now a huge number of Fifty Cent Party 
members spreading messages on our site,” 
says an insider at one mainland Web site. 

According to this source, Web commen- 
tators were a decisive factor in creating a 
major incident over remarks by CNN’s Jack 
Cafferty, who said during an April program 
that Chinese were “goons and thugs.” 
“Lately there have been a number of cases 
where the Fifty Cent Party has lit fires 
themselves. One of the most obvious was 
over CNN’s Jack Cafferty. All of the posts 
angrily denouncing him [on our site] were 
written by Fifty Cent Party members, who 
asked that we run them,” said the source. 

“Priority” Web sites in China are under 
an order from the Information Office re- 
quiring that they have their own in-house 
teams of government-trained Web com- 
mentators. That means that many members 
of the Fifty Cent Party are now working 
from the inside, trained and backed by the 
Information Office with funding from com- 
mercial sites. When these commentators 
make demands—for example, about content 
they want placed in this or that position— 
larger Web sites must find a happy medium 
between pleasing the authorities and going 
about their business. 

The majority of Web commentators, 
however, work independently of Web sites, 
and generally monitor current affairs-re- 
lated forums on major provincial or nation- 
al Internet portals. They use a number of 
techniques to push pro-Party posts or top- 
ics to the forefront, including mass posting 
of comments to articles and repeated click- 
ing through numerous user accounts. 

“The goal of the government is to crank 
up the ‘noise’ and drown out progressive 
and diverse voices on China’s Internet,” 
says Isaac Mao, a Chinese Web entrepre- 
neur and expert on social media. “This can 
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be seen as another kind of censorship sys- 
tem, in which the Fifty Cent Party can be 
used both to monitor public speech and to 
upset the influence of other voices in the 
online space.” 

Some analysts, however, say the emer- 
gence of China’s Web commentators sug- 
gest a weakening of the Party’s ideological 
controls. “If you look at it from another per- 
spective, the Fifty Cent Party may not be so 
terrifying,” says Li Yonggang, assistant di- 
rector of the Universities Service Centre for 
China Studies at the Chinese University of 
Hong Kong. “Historically speaking, the 
greatest strength of the ccr has been in car- 
rying out ideological work among the peo- 
ple. Now, however, the notion of ‘doing 
ideological work’ has lost its luster. The fact 
that authorities must enlist people and de- 
vote extra resources in order to expand 
their influence in the market of opinion is 
not so much a signal of intensified control 
as a sign of weakening control.” 

Whatever the net results for the Party, 
the rapid national deployment of the Fifty 
Cent Party signals a shift in the way party 
leaders approach information controls in 
China. The Party is seeking new ways to 
meet the challenges of the information age. 
And this is ultimately about more than just 
the Internet. President Hu’s June 20 speech, 
the first since he came to office in 2002 to 
lay out comprehensively his views on the 
news media, offered a bold new vision of 
China’s propaganda regime. Mr. Hu reiter- 
ated former President Jiang Zemin’s con- 
cept of “guidance of public opinion,” the 
idea, emerging in the aftermath of the 
Tiananmen Massacre, that the Party can 
maintain order by controlling news cover- 
age. But he also talked about ushering in a 
“new pattern of public-opinion guidance.” 

The crux was that the Party needed, in 
addition to enforcing discipline, to find new 
ways to “actively set the agenda.” Mr. Hu 
spoke of the Internet and China’s new gen- 
eration of commercial newspapers as re- 
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sources yet to be exploited. “With the 
Party [media] in the lead,” he said, “we must 
integrate the metropolitan media, Internet 
media and other propaganda resources.” 

Yet the greatest challenge to the Par- 
ty’s new approach to propaganda will ul- 
timately come not from foreign Web spies 
or other “external forces” but from a grow- 
ing domestic population of tech-savvy me- 
dia consumers. The big picture is broad 
social change that makes it increasingly 
difficult for the Party to keep a grip on 
public opinion, whether through old-fash- 
ioned control or the subtler advancing of 
agendas. 

This point became clear on June 20, as 
President Hu visited the official People’s 
Daily to make his speech on media controls 
and sat down for what Chinese and West- 
ern media alike called an “unprecedented” 
online dialogue with ordinary Web users. 
The first question he answered came from 
a Web user identified as “Picturesque 
Landscape of Our Country”: “Do you usu- 
ally browse the Internet?” he asked. “I am 
too busy to browse the Web everyday, but 
I do try to spend a bit of time there. I espe- 
cially enjoy People’s Daily Online’s Strong 
China Forum, which I often visit,” the 
president answered. 

On the sidelines, the search engines 
were leaping into action. Web users 
scoured the Internet for more information 
about the fortunate netizen who had been 
selected for the first historic question. Be- 
fore long the Web was riddled with posts 
reporting the results. They claimed that 
Mr. Hu’s exchange was a “confirmed case” 
of Fifty Cent Party meddling. As it turned 
out, “Picturesque Landscape of Our Coun- 
try” had been selected on three previous 
occasions to interact with party leaders in 
the same People’s Daily Online forum. 

For many Chinese Internet users, these 
revelations could mean only one thing— 
Party leaders were talking to themselves 
after all. = 
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‘Middle-Power’ Fate 


by Tobias Harris 





N JUNE 18, the Japanese 
and Chinese governments 
announced that they had 
reached a limited agree- 
ment providing for joint 
development of the Shirakaba/Chungxiao 
gas field in the East China Sea, a first step 
to solving one of the trickiest problems 
dogging the Sino-Japanese relationship. 
Two weeks earlier, Tokyo announced that 
Beijing had requested Japanese aid for 
earthquake-stricken Sichuan Province, 
and did not exclude the possibility that the 
aid could be delivered by Japanese Air 
Self-Defense Forces (ASDF) transportation 
aircraft. Although the Japanese govern- 
ment ultimately sent the aid on civilian 
aircraft—in no small part because China 
asked Japan to reconsider in response to 
public opposition to Japanese military air- 
craft flying in Chinese skies—the request 
showed the extent to which the damage to 
the relationship incurred during the ten- 
ure of former Japanese Prime Minister Ju- 
nichiro Koizumi has been repaired. 

Since Mr. Koizumi left office, both To- 
kyo and Beijing have been committed to 
putting their bilateral relationship on sur- 
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er footing through a series of high-level 
meetings and visits for the purpose of 
building a “mutually beneficial relation- 
ship based on common strategic interests,” 
starting when former Japanese Prime 
Minister Shinzo Abe’s selected Beijing for 
his first overseas trip after taking office in 
September 2006. 

But how durable is this thaw in the Sino- 
Japanese relationship? The Chinese gov- 
ernment’s about-face on Japanese 
earthquake relief suggests that even the 
Chinese Communist Party has to be sensi- 
tive to public opinion on relations with To- 
kyo; the Chinese public does not share its 
government’s views on the need for better 
cooperation between Japan and China. 
Support for the new wind in Sino-Japanese 
relations may be equally fragile in Japan. 

One sign of the frailty of Japanese sup- 
port for closer ties with China are worsen- 
ing public perceptions among Japanese of 
China and the Sino-Japanese relationship. 
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ae Mr. Harris is a free-lance writer based in 
Tokyo. He is the author of Observing Japan ( 
http://www.observingjapan.com), a blog on 
Japanese politics. 


In the early 2000s, during the purported 
Koizumi deep freeze, Japanese public at- 
titudes—as measured by the Cabinet Of- 
fice’s annual survey on public opinion 
regarding foreign policy—suggested that 
the Japanese public was fairly well dis- 
posed towards China. As recently as Octo- 
ber 2003, the survey’s 2,072 respondents 
were evenly divided when asked whether 
they had an affinity toward China, with 
47.9% feeling affinity or some affinity com- 
pared with 48% who said they felt little or 
none. Respondents 
were also divided 
on the health of the 
bilateral relation- 
ship, with 41.4% 
finding it some- 
what satisfactory, 
34.2% finding it 
only a little satis- | 
factory, 8.7% deem- | 
ing it not at all 
satisfactory, and 
5.6% finding it sat- 
isfactory. A year 
later, however, the numbers began to wors- 
en. Those lacking affinity for China rose to 
58.2% in 2004 and has since hovered 
around 60%; those giving poor marks to the 
bilateral relationship climbed to 68% in 
2004 and have constituted roughly 70% of 
respondents ever since. 

Worsening Japanese attitudes about 
China are hardly surprising given the Jap- 
anese media’s emphasis on the dark side of 
China’s rise. Accordingly, even as Messrs. 
Abe and Fukuda have worked to repair 
frayed relations, the Japanese government 
and opinion makers have made little effort 
to build public support for a constructive 
Sino-Japanese relationship. In fact, the 
anti-China trend may be more pronounced 
among Japan’s elites than among the pub- 
lic at large, 

There is a war over Japanese foreign 
policy, and Japan’s China policy is its cen- 
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tral battlefield. The fault line runs through 
the governing Liberal Democratic Party 
and the opposition Democratic Party of Ja- 
pan and the foreign and defense ministries. 
The fight pits advocates of a more active 
Japanese security policy and ever-closer al- 
liance with the United States against lib- 
eral internationalists, Asianists, and 
pacifists uneasy about the militarization of 
Japanese foreign policy and fearful that a 
closer U.S.-Japan alliance will encircle Chi- 
na and raise the risks of conflict in East 
, Asia. (To simplify, 
| the former are 
henceforth “conser- 
vatives,” the latter 
“liberals.”) 

For the moment, 
the liberal coalition 
is winning the bat- 
tle for China policy. 
Mr. Fukuda, build- 
ing on his conser- 
vative predecessor’s 
me unexpected rap- 
vamman PYOCHement with 
China, has not only worked to build a more 
constructive relationship with China— 
with the gas fields agreement potentially 
his greatest accomplishment—but touted a 
vision for Japanese foreign policy that de- 
emphasizes the U.S.-Japan relationship 
and elevates the China-Japan relationship. 
In a major foreign-policy address in Tokyo 
in May, the prime minister presented a vi- 
sion for Japan’s Asia policy in which the 
U.S.-Japan alliance is valued primarily as 
“an instrument for the stability of Asia and 
the Pacific as a whole,” providing regional 
public goods to facilitate cooperation 
among Japan, China, the Association of 
Southeast Asian Nations, and other re- 
gional actors on regional and global prob- 
lems. Japan’s relationship with China is as 
critical to the future of Asia as Japan’s re- 
lationship with the U.S.; as Mr. Fukuda 
said, “Clearly it is critical that China as a 
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major nation develop in a stable manner, 
and for that sake, Japan intends to cooper- 
ate with China where it is able. My per- 
sonal perspective is that Japan must 
pursue these initiatives with an eye to en- 
suring a better future for Asia as a whole.” 
After seven years during which the U.S. 
and Japanese governments intensified de- 
fense cooperation, emphasized their 
shared values, and sought deeper defense 
ties with other democracies in the region, 
including Australia and India, Mr. Fuku- 
da’s vision marks a clear departure. 

He has considerable support for his vi- 
sion, not least from the Japanese business 
community. Japan’s business elites—led by 
the Keidanren, the country’s leading busi- 
ness organization—support a constructive, 
stable relationship with China. The busi- 
ness community opposed Mr. Koizumi’s 
repeat visits to Yasukuni Shrine as need- 
lessly provocative and harmful to their in- 
terests in China. Those interests are 
substantial and growing. According to the 
Japan External Trade Organization, Japa- 
nese outward foreign direct investment to 
China totaled around $6.22 billion, mak- 
ing China the third greatest recipient of 
Japanese FDI after the U.S. and the Neth- 
erlands. Japan had an $18 billion trade def- 
icit (excluding trade in services) with 
China, with China’s imports to Japan to- 
taling $127.65 billion in 2007. That amount- 
ed to more than 20% of Japanese imports, 
the largest share by far of any single coun- 
try. By any measure Japan’s economic re- 
lationship with China is indispensable to 
Japan’s continuing prosperity—meaning 
that Japan has a significant stake in Chi- 
na’s continuing growth. 

Mr. Fukuda’s position also enjoys the 
support of senior officials in both the LDP 
and the DPJ, as well as a broad swath of 
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Though small in number, anti-China conservatives in 
Japan exert considerable influence via the media. 


backbenchers in both the leading parties. 
The Japan-China Friendship Diet Mem- 
bers’ League is a nonpartisan group in the 
Japanese Diet. Its 346 members come from 
both upper and lower houses, and its lead- 
ership includes the incumbent foreign 
minister, the incumbent chief cabinet sec- 
retary, and the DPJ’s secretary-general, 
making it the largest and most influential 
of seven such groups dedicated to improv- 
ing the Sino-Japanese relationship. 

The ppd officially supports closer rela- 
tions with China and emphasized Japan’s 
need for stronger relations with its neigh- 
bors. Its leader, Ichiro Ozawa, protégé of 
Kakuei Tanaka, the prime minister who 
normalized relations with China, is a fer- 
vent advocate of better relations with Chi- 
na in his own right, and on a visit to Beijing 
in December 2007 outdid Mr. Fukuda in 
declaring his support for a close relation- 
ship with China. 


Enter the Revisionists 


ON THE OTHER side of the debate is a coali- 
tion of constitutional and historical revi- 
sionists, advocates of a “normal” Japanese 
security policy and tighter relationship 
with the U.S., proponents of a “values- 
based foreign policy,” and Japanese Gaul- 
lists who want Japan to be more 
independent and more assertive (and pos- 
sibly nuclear-armed). All of these posi- 
tions would lead to greater distance from 
China, resulting at the very least in pro 
forma, unproductive, and rare bilateral 
discussions, at the very worst an outright 
cold war, with the untold consequences for 
the stability and prosperity of East Asia. 
It is difficult to number this conserva- 
tive coalition, which has members in the 
LDP, the ppJ, the media and academia. The 
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True Conservative Policy Research Group, 
formed in December 2007 under the lead- 
ership of Shoichi Nakagawa, LDP policy 
chief under Mr. Abe, has approximately 80 
members and is dedicated to constitution 
revision, cultural conservatism, a more ro- 
bust security policy and an assertive val- 
ues-based foreign policy. Its membership 
includes Mr. Abe and Taro Aso, foreign 
minister under both Mr. Koizumi and Mr. 
Abe and now the leading contender to suc- 
ceed Mr. Fukuda. Additionally, the DPJ’s 
ranks include a small number of conserva- 
tives clustered around former party leader 
Seiji Maehara whose views are similar to 
their LDP counterparts: they want Japan 
to speak frankly to China about points of 
disagreement and are favorably disposed 
to arevision of the Constitution and amore 
robust Japanese military. 

These conservatives are in broad 
agreement on China, even if their assess- 
ment of China leads them to different pol- 
icy conclusions. They are alarmed—not 
without reason—about China’s military 
modernization, threats against Taiwan, 
incursions in Japanese waters and air- 
space, rogue development of gas fields in 
the East China Sea, claims on the Senkaku 
(Diaoyu) islands, intellectual piracy, toxic 
products, environmental destruction, in- 
cluding pollution that has drifted into Ja- 
pan, oppression of ethnic minorities, and, 


of course, the Communist Party’s one-par- © 


ty rule and suppression of political liberty. 
These conservatives want Japanese gov- 
ernments to criticize the Chinese govern- 
ment on all of these issues in bilateral 
meetings, although there is little indica- 
tion that such criticism would accomplish 
anything other than irritating the Chinese 
and making it harder to reach agreement. 
Their viewpoint can be summarized as 
“China: an abnormal great power,” a 
phrase that serves as the title of a recent 
book by Yoshiko Sakurai, a leading conser- 
vative commentator. 


But the power of the conservatives 
does not lie in numbers. They do not have 
anything close to a majority in the Diet or 
in either the LDP or the prJ, although the 
election of first Mr. Koizumi and then Mr. 
Abe suggest that their power within the 
LDP has grown mightily. What they do 
have, however, are powerful allies in the 
media and academia who serve as a force 
multiplier for their position, amplifying 
their ideas through constant repetition in 
articles in dailies, weeklies, and monthlies 
and on television talk shows. There are 
popular liberal media outlets, but they 
cannot match the conservatives in sheer 
volume (in both senses of the word) when 
it comes to China policy. Nearly every is- 
sue of conservative weeklies or monthlies 
contains at least one article portraying 
some dimension of China in the starkest 
possible terms. But not only are the con- 
servatives extraordinarily prolific, they 
have also been known to bully and berate 
politicians and academics who advocate 
closer relations with China and greater 
humility on history issues, making the lat- 
ter reluctant to defend a constructive rela- 
tionship with China in major media outlets. 
As a result, Mr. Fukuda and his allies are 
pushing to reorient Japan’s relationship 
with China, but with little help in the me- 
dia—and, as aresult, with little public sup- 
port for the initiative. The strength of the 
conservatives in the media and the for- 
eign-policy establishment perhaps give 
the impression that Mr. Fukuda is like 
King Canute, trying to push back a tide of 
irresistible anti-China sentiment. 

What are the chances for survival of 
the new Fukuda doctrine and its construc- 
tive relationship with China? It is unlikely 
that Mr. Fukuda’s approach will be under- 
mined by a lack of public support. The 
public is generally uninterested in foreign- 
policy issues, which uniformly rate lower 
than issues related to pensions, taxes, and 
health care in public opinion polls. For 
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now, Japanese policy making can be best 
described with the pps’s 2007 campaign 
slogan: “Livelihood First.” Governments 
will not rise and fall on the basis of their 
foreign-policy positions. 

What the Japanese people do want, 
however, is the Japanese government to be 
more assertive in its dealings with other 
governments, not only the Chinese gov- 
ernment. They do not want the Japanese 
government to cave in to Beijing in nego- 
tiations over tainted products and pollu- 
tion, foreign-policy issues that are also 
livelihood issues. 

But more assertiveness does not neces- 
sarily translate into support for the foreign 
policies advocated by the members of the 
anti-China coalition, whether Constitu- 
tion revision, a major increase in defense 
spending, or a closer alliance with the U.S. 
and new relationships with other democ- 
racies in the region. The Japanese people, 
in general, have little desire for greater 
friction with Japan’s neighbors, even if 
they are concerned about aspects of Chi- 
na’s rise and angered by North Korea’s ab- 
ductions of Japanese citizens. Arguably 
Mr. Fukuda’s foreign-policy vision—in- 
cluding a more limited alliance with the 
U.S., closer relations with China and other 
regional powers, more emphasis on re- 
gional multilateralism, and less emphasis 
on hard security matters—is broadly con- 
sistent with the Japanese people’s foreign- 
policy preferences. 

To whit, the Cabinet Office’s 2007 for- 
eign-policy survey recorded that when 
asked what role Japan should play inter- 
nationally, 58% of respondents said that 
Japan should contribute to forging global 
solutions to environmental problems, a 
13% increase over the 2006 survey. Anoth- 
er 44% said it should contribute to the 
peaceful resolution of regional conflicts 
and global disarmament and nonprolifera- 
tion efforts. Meanwhile, a 2006 survey 
about Japan’s national defense found that 
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respondents overwhelmingly (75.3%) 
viewed the primary mission of the JSDF as 
disaster relief and rescue within Japan, 
followed by territorial defense (69.4%). In- 
sofar as the Japanese people are interested 
in foreign policy, there is little public sup- 
port for a conservative foreign-policy 
agenda, 

A lack of public backing for a conserva- 
tive foreign policy will not in and of itself 
prevent a prime minister from moving 
Japanese foreign policy to the right, espe- 
cially on China. The lesson of the downfall 
of Mr. Abe is that the public will punish 
leaders who are seen as inattentive to the 
economic insecurities of the Japanese 
people, for instance because of an obses- 
sion with foreign policy. Mr. Koizumi’s 
passion for political and economic reform 
at home earned him public support not en- 
joyed by his successors, which in turn 
freed him to expend political capital on a 
conservative foreign policy. Mr. Aso, in po- 
sitioning himself for another run for the 
LDP presidency, appears to have learned 
this lesson and has recently begun empha- 
sizing economic programs to revitalize 
stagnant rural areas. 

But it is unlikely that an Aso premier- 
ship would tip the balance decisively in fa- 
vor of the conservatives. Japan is settling 
into a position as a middle power in Asia, 
sitting uneasily between the U.S., its secu- 
rity ally, and China, its most important 
economic partner. In this it finds itself in 
a situation similar to Australia, India, 
South Korea and the members of Asean. In 
the future Japan will likely work closely 
with other middle powers to moderate the 
behavior of the two giants, even as it coop- 
erates extensively with both the U.S. and 
China. The liberals will likely be content 
with this middle course. It remains un- 
clear whether the conservatives will be 
able to swallow their pride, accept a mid- 
dling role for Japan and learn to cooperate 
with a stronger China. = 
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Chinese Arms Cost 
American Lives 


by Richard D. Fisher, Jr. 





OR OVER A year, U.S. offi- 
cials have been complain- 
ing to their Chinese 
counterparts about the 
shipment of Chinese-made 
or Chinese coproduced weapons to Iraqi 
insurgents and to the Taliban in Afghani- 
stan, largely via Iran. The requests to stop 
the flow of arms into the hands of insur- 
gents who are killing U.S. and coalition 
troops has fallen on deaf ears. Far more 
than just the latest irritant in U.S.-China 
relations, Beijing’s arming of these insur- 
gencies fits into the long-term trend dating 
back to the Korean and Vietnam Wars of 
using proxy conflicts to bleed the Ameri- 
can superpower. 

Chinese involvement in Iraq and Af- 
ghanistan dates back to the 1970s and ’80s. 
In Afghanistan, China became an active 
arms supplier to mujahideen forces, at that 
time in cooperation with Washington, 
fighting Soviet occupiers. In Iraq, from the 
late 1990s up until about 2001 China was 
engaged in a “hot” proxy war with U.S. air 
forces seeking to enforce the United Na- 
tions sanctioned “no fly zone.” The now 
famous computer company Huawei helped 





Saddam link his anti-aircraft guns and 
missiles with modern fiber-optic systems, 
making them more dangerous to Ameri- 
can pilots. According to one former U.S. 
Air Force source, the U.S. had to regularly 
bomb these Chinese-built and rebuilt com- 
mand-and-control nodes. 

Just before 9-11, China and the Taliban 
were reportedly on the verge of establish- 
ing a formal diplomatic relationship. 
French reports noted that China was a 
regular customer for the Taliban’s collec- 
tion of American weapons, such as Stinger 
anti-aircraft missiles and parts of Toma- 
hawk cruise missiles used against Taliban 
bases. In 2002 Bill Gertz of the Washing- 
ton Times reported that prior to 9-11 Chi- 
na trained Taliban forces in cooperation 
with Pakistan’s powerful isı intelligence 
service. This relationship very likely per- 
sisted in some form—in 2005, Afghan of- 
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tary Modernization: Building for Regional and 
Global Reach will be published by Greenwood 
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ficials were still complaining that Chinese 
weapons were making their way into the 
hands of the Taliban. 

The most recent exercise in this proxy 
warfare was reported in the U.S. and Brit- 
ish press in June 2007. “Americans are be- 
ing killed by Chinese-supplied weapons, 
with the full knowledge and understand- 
ing of Beijing where these weapons are go- 
ing,” an anonymous Defense Department 
official told Mr. Gertz. 

Pentagon sources indicated that China 
was in some cases shipping weapons di- 
rectly to the Taliban, but that most weap- 
ons were going to the Taliban and to Iraqi 
insurgents via Iran. Both Washington and 
Tel Aviv had long been focused on Iran’s 
role in training and arming Shiite factions 
in Iraq and the Hezbollah movement in 
Lebanon. Iran’s proxy role in providing 
Chinese weapons to Hezbollah was again 
evident during the violent but inconclusive 
Israel-Hezbollah clash of July 2006. 

When Iran’s role as a provider of Chi- 
nese weapons to forces killing Americans 
emerged in early 2007 Washington could 
not come to a consensus about what it saw 
or what to do. Were the weapons left over 
from prior American and Chinese military 
aid to the Afghan mujahedeen fighting the 
Soviets in the 1980s? Were the weapons 
made in Iran, meaning that even if they 
were Chinese designs, they were not tech- 
nically Chinese? U.S. intelligence had de- 
tected that Iran had been requesting 
Chinese state-controlled arms companies 
to remove serial numbers on weapons to 
better hide their origin. And finally, was 
the Beijing government actually in control 
of these weapons transfers, or were they 
conducted by corrupt officials or criminal 
elements beyond government control? 

The list of Chinese weapons ending up 
in hands of Iraqi and Taliban insurgents 
includes guns, armor-piercing ammuni- 
tion, rocket-propelled grenades, mines, 
.50-caliber antimaterial rifles and HN-5 


shoulder-launched antiaircraft missiles. 
Armor piercing rounds counter the vast 
investment in personal armor for U.S. and 
coalition soldiers, while the .50-caliber ri- 
fles enable very long-range sniping. The 
HN-5 may be only a first-generation anti- 
aircraft missile, but it has been upgraded 
and could pose a real threat to coalition 
helicopters and increasingly critical un- 
manned surveillance aircraft. 

China also has many options for in- 
creasing the deadly effect of its exports. It 
has sold Iran the means to produce an up- 
graded version of its Qw-1 shoulder- 
launched antiaircraft missile called the 
Misagh-l, which can strike targets at far 
higher altitudes than the HN-5. The Misa- 
gh-1 has been used at least once against 
U.S. aircraft by Iraqi insurgents in 2004. 
In late September 2007 the U.S. Army ac- 
cused Iran of giving the Misagh-l1 to Iraqi 
insurgents. 

At the 2007 IDEXx arms show in Abu 
Dhabi I saw China’s Poly arms trading 
company reveal a new rocket-propelled 
grenade round with a powerful thermo- 
baric warhead. Thermobarics kill with in- 
tense blast pressure and heat, and the new 
Chinese weapon could easily collapse a 
small house. Should Iran come to produce 
this weapon, how soon before it also ends 
up in Iraq, Afghanistan and Lebanon? 

By the summer of 2007, coalition part- 
ners like the British and Canadians were 
suffering losses to Chinese arms as well, 
prompting increasingly vocal concern. By 
September 2007 London went public with 
complaints about Chinese weapons, and 
Washington sent Deputy Secretary of 
State John Negroponte to carry complaints 
to Beijing. Then in October 2007 the U.S. 
Treasury introduced sanctions against the 
Quds Force, the organ Iran uses to train 
and arm foreign insurgencies. 

On May 16, Mr. Negroponte addressed 
a question on whether Chinese weapons 
were still being sent to insurgents in Iraq 
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and Afghanistan: “Just the other day, Mon- 
day [May 12], when I was in Beijing, this 
was one of the issues I raised—concern 
about Chinese weapons or Chinese-de- 
signed weapons showing up in some of 
these battle areas, be it Iraq or Afghani- 
stan.” He then added that the Chinese had 
assured him “they have scaled way back 
their sale of conventional weapons to 
Iran.” 

But throughout all of 
the year in question, 2007, 
the Chinese Foreign Min- 
istry denied selling weap- 
ons to insurgents, 
explaining that its arms 
sales policies were “be- 
yond reproach” and that 
customers cannot re- 
transfer weapons without 
permission from Beijing. 
On May 20, Patricia Mc- 
Nerney, Principal Deputy 
Assistant Secretary of 
State for International Se- 
curity and NonProlifera- 
tion, told the U.S.-China 
Economic Security Re- 
view Commission, “China 
appears to accept at face 
value the end-use assur- 
ances and pledges against 
retransfers it receives from its customers, 
despite the fact that some of its customers 
have links to terrorists and have records 
as unreliable end-users, such as Iran.” 

Washington evidently is not eager to 
press the issue. Deputy Assistant Secretary 
of State McNerney says, “We will continue, 
as warranted, to impose sanctions against 
Chinese entities engaged in proliferation 
and will continue to highlight our ongoing 
concerns about China’s proliferation record 
with the Chinese government.” 





A visitor looks at a Chinese-made Qw-2 portable air 
defense missile at an exhibition in Zhuhai, China. 
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In mid-2008 the Taliban insurgency is 
gaining ground, winning skirmishes in the 
south of Afghanistan and freeing about 
400 of their fighters from a prison in Kan- 
dahar on June 14. To succeed the Taliban 
requires external support. Last January 
British guards found two HN-5 missiles 
near Afghanistan’s Kandahar Airbase, 
where it was feared they were targeting 
British Tristar transports 
that normally carry about 
200 troops. The loss of 
one such aircraft would 
instantly double Britain’s 
Afghan casualties, and 
possibly lead to a cata- 
strophic loss of public 
support for British in- 
volvement in the anti-in- 
surgency fight. 

China seems to take 
no more notice of West- 
ern concerns about the 
arms flows to Taliban 
than of earlier queries 
about proliferation of nu- 
clear and missile technol- 
ogy to Pakistan. They 
appear to have learned 
that Washington, at least, 
is deeply reluctant to turn 
this into a major issue, lest 
a diplomatic spat endanger cooperation on 
other fronts, such as North Korea. 

Wisdom there may be in proceeding 
slowly, calmly and on the basis of the 
soundest information only. But the point 
comes when facts must be faced, however 
unpleasant they are. If Beijing is the ulti- 
mate source of the weapons that are cost- 
ing American and allied lives in the Middle 
East, as so much evidence indicates, then 
this is an issue best joined and resolved 
immediately. 1 | 
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Playing Air-Quality Games 


by Steven Q. Andrews 


N 1998, THE air quality in Beijing 

was ranked the third worst inthe 

world for a metropolitan area, 
and a self-declared war on air pollution 
was launched in the city. Based on report- 
ed improvements in air quality and a com- 
mitment to hold a “green” Olympics, 
Beijing was awarded the 2008 games in 
July of 2001. Today, with the Games less 
than two months away, the Chinese gov- 
ernment has claimed nine continuous 
years of air-quality improvements, but in 
reality, pollution levels have not decreased 
at all. Instead, China has cleverly hidden 
its inability to reduce pollution. And while 
recently announced emergency measures 
may help cover-up years of inaction in 
time for the opening ceremonies on Aug. 
8, China’s dissembling about its environ- 
mental crisis is helping no one. 





TIM FOLEY 


Inconvenient Truths 


HUNDREDS OF THOUSANDS of Chinese die 
every year due to outdoor air pollution, 
and not a single major Chinese city has 
met the World Health Organization air- 
quality guidelines. But to the public that 
pays attention to government reporting 
there is no problem. Daily reports on tele- 
vision and in newspapers throughout Chi- 
na broadcast an index of pollution levels 
accompanied by a description of the air 
quality. The audacity of these reports, 
wherein a deadly sky is called “blue,” high- 
light a misinformation campaign that has 
misled the public about pollution levels 
and enabled the continuing degradation of 


exo Mr, Andrews is an independent environmen- 
tal consultant based in Washington, D.C. 








China’s—and the world’s—environment. 
Since a 1996 State Council decision, air- 
quality data—once strictly classified—has 
slowly been released. This action was part 
of astrategy by the central government to 
put public pressure on local government 
officials to enforce national regulations. 
But China’s classifications of air-quality 
levels are woefully out of syne with inter- 
national standards: Air quality in China is 
designated as “good” when levels of par- 
ticulate are three times above WHO guide- 
lines. Hong Kong and Europe classify the 
same level of pollution as “high.” Thailand 
and South Korea call it “unhealthful.” 
Extremely high levels of pollution in 
China, days when levels of particulate 
reach eight times above WHO guidelines, 
are designated as “moderate.” In the un- 
likely event that Hong Kong reached such 
dangerous levels of pollution, it would 
classify it as “severe.” Even an air-quality 
rating of “excellent” in China—a level of 
pollution that is at best called “good” in 
other countries—can still be hazardous. 
What further exacerbates the under- 
statement of air-pollution levels is that 
China completely excludes standard mea- 
surements of some pollutants that have 
proven difficult to meet. For instance in 
1996 China established a national standard 
for ground-level ozone (smog), but many 
cities ended up routinely exceeding this 
standard. In response, the standard was 
first weakened in 2000, and then subse- 
quently public reporting simply stopped. 
Similarly, carbon monoxide has been 
dropped from public reporting in China. 
(Hong Kong, Europe, Thailand and South 
Korea all include ozone and carbon mon- 
oxide in their air-quality indices.) It is thus 
not surprising that Pan Yue, a vice minis- 
ter in the Ministry of Environmental Pro- 
tection, has called China’s Environmental 
Protection Law “a mere scrap of paper.” 
With such incomplete and lax standards 
and local governments that often encour- 


age the violation of environmental regula- 
tions, China’s air situation is poised to get 
even worse before it gets better. 


The Beijing Example 


WITH THE OLYMPIC Games, international 
attention has focused on Beijing’s efforts 
to improve air quality. And unfortunately 
the capital’s efforts are being heralded by 
the international community and the Chi- 
nese government alike as a model to apply 
to the rest of the country. Beijing’s self-de- 
clared war on air pollution and its “blue 
sky” campaign were initiated by the 
Beijing Environmental Protection Bureau 
when air-quality reports were first re- 
leased on Feb. 28, 1998. A simple metric 
was developed to gauge air quality during 
a year—the annual number of “blue sky” 
days. A blue sky day indicates that the air 
quality measured over a 24 hour period 
meets the Chinese National Ambient Air 
Quality Standards for all measured pollut- 
ants. Air quality on a blue sky day thus 
must be classified as either good or excel- 
lent by the Chinese government. 

The reported annual number of blue 
sky days in Beijing has increased every 
year from 100 in 1998 to 246 last year. The 
United Nations Environment Program has 
said that if the lessons learnt by Beijing’s 
approach were applied by other munici- 
palities across China that would yield a 
“real and lasting nationwide legacy.” In- 
deed, Beijing’s strategies to improve re- 
ported air quality are now being emulated 
by many other cities, but unfortunately 
calling the sky blue doesn’t make it so. Of- 
ficial environmental statistics present lit- 
tle evidence of environmental progress. 
Studies using satellite imagery and inde- 
pendent monitoring have found significant 
increases—up to 50%—for some of the 
chief pollutants in recent years. 

Since the Chinese National Ambient Air 
Quality standards were established in 1996 








through 2000, the main pollutant of con- 
cern in many major cities including Beijing, 
Shanghai and Guangzhou was nitrogen ox- 
ides. In 2000, during the bidding process 
for the 2008 Olympic Games, the national 
air-quality standards were weakened both 
for nitrogen oxides and ozone. Even though 
several cities had nitrogen-oxide levels two 
to three times above the 1996 Chinese stan- 
dards from 1996 to 2000, none of these cit- 
ies were above the revised, weaker 2000 
standard. Simply by weakening the stan- 
dards nitrogen oxides stopped being a pol- 
lutant of concern throughout the country. 
In Beijing this meant 
the number of blue sky 
days more than doubled 
from 100 in 1998 to 203 in 
2002 even though pollu- 
tion levels didn’t improve. 
Nitrogen oxides had been 
the pollutant above the na- 
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101 to 150 slightly polluted, 151 to 200 light- 
ly polluted, 201 to 250 moderate polluted, 
251 to 300 moderate-heavy polluted, and 
one greater than 300 heavy polluted. 

The likelihood of an index value right 
below the blue sky boundary (96 to 100) 
should be approximately equal to the likeli- 
hood of an index value right above the 
boundary (101 to 105). And in reality, there 
is nothing good about air quality on either 
margin. But with cities ranked and officials 
evaluated based on the number of blue sky 
days there is substantial pressure on offi- 
cials to increase a city’s blue sky tally. 

Beijing has received in- 
ternational media scrutiny 
for manipulating the num- 
bers near the boundary in 
recent years, but other cit- 
ies have been even more 
audacious. In 2007, Cheng- 
du reported 52 days with 
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nitrogen-oxide levels have 

not once exceeded the new, weaker stan- 
dard. The air quality in Shanghai and 
Guangzhou has also seen similar increases 
in the number of days meeting the national 
standard. 

In recent years, targets have been set for 
the annual number of blue sky days, both in 
Beijing and other cities. Since the adoption 
of these targets, and the commencement of 
rankings of cities based on the annual num- 
ber of blue sky days, an increasing bias has 
been seen in reported air-pollution index 
values near the politically important, but 
scientifically insignificant blue sky bound- 
ary. The Chinese index system ranks air 
quality from one to 500. An index value of 
100 or less indicates attainment of the Chi- 
nese National Ambient Air Quality Stan- 
dards—a blue sky day. An index value of 
zero to 50 is called excellent; 51 to 100 good, 





Xian reported 48 days 
with an index right below the standard; and 
zero right above. Beijing in comparison had 
57 days right below the standard and five 
days right above (at least less of a bias than 
in 2006, but still hardly believable). 

Moreover, in 2006 the Beijing Environ- 
mental Protection Bureau changed the lo- 
cation of air-quality monitoring stations, 
which had been constant for 20 years. Air 
quality varies significantly within a city 
and the location of monitoring equipment 
can greatly influence the measured values. 
The monitoring stations had originally 
been set up to measure areas of the city 
with representative characteristics. Two 
stations in transportation areas had the 
worst air quality of all stations in the net- 
work. (Once the Beijing EPB dropped these 
two stations from its official tally, the re- 
ported air quality improved significantly.) 


In 2008, Beijing took this strategy a 
step further, and began using additional 
monitoring stations outside the urban dis- 
tricts of the city to measure the city air 
quality. All of these new stations are lo- 
cated beyond the sixth ring road, and with 
these new, relatively pollution-free sta- 
tions, it is not surprising that further im- 
provements in air quality are being 
reported for this year. It appears that oth- 
er cities, with the blessing of the Ministry 
of Environmental Protection, are also us- 
ing strategic monitoring station placement 
to report cleaner air quality. A recent New 
York Times article suggested that Guang- 
zhou and other major cities are placing 
air-quality monitoring stations where pol- 
lution levels are below average. Although 
the Beijing Environmental Protection Bu- 
reau and Olympic officials have repeated- 
ly denied the change in monitoring-station 
locations, notice of the changes in Beijing 
and other cities has been posted on mul- 
tiple government Web sites. 


Olympic Bad Air Days 


BUT WHAT ABOUT air quality during the 
Olympic period? During the August 8 to 24 
period in 2007 (the dates when the Olympic 
Games will be held this year) Beijing had 
the worst air quality it has had for this pe- 
riod in the past five years. Not a single day 
met the wHo guidelines. And when a third 
of Beijing’s vehicles were ordered off the 
streets in atest during this period, pollution 
levels actually increased. The solution, both 
to this failure and Beijing’s longer term lack 
of progress, has been to simply pretend it 
improved. Xinhua’s headline, “Air improves 
during test for Olympics” differed mark- 
edly from the Washington Post headline, 
“Beijing’s Pollution Rises in 4-Day Test of 
Restricted Driving.” 

The Chairman of the International 
Olympic Committee’s Medical Commis- 
sion, Arne Lundquist, said: “I think we are 





facing a problem that could not be that 
well foreseen at the time when the deci- 
sion was taken,” in reference to Beijing’s 
selection seven years ago by the 10c. 

Officially reported levels of measured 
pollutants: particulate (PM10), sulfur diox- 
ide (S02) and nitrogen dioxide (NO2) were 
all higher during the “Olympic period” in 
2007 than during the proposed Olympic pe- 
riod in Beijing’s official bid documents 
which contained measurements from 1996 
to 2000. The 10c, and many others, likely 
thought that air quality might improve af- 
ter Beijing successfully won its bid for the 
Green Olympics back in 2001. 

And the reality might be even grimmer 
than official statistics indicate. Scientists at 
the Chinese Research Academy of Environ- 
mental Sciences recently published a study 
based on their own monitoring of air qual- 
ity levels in Beijing. Pollutant levels inde- 
pendently measured for particulate were 
50% higher than reported by the govern- 
ment, sulfur dioxide levels were 33% high- 
er and nitrogen dioxide levels were 12% 
higher. The Beijing government has stopped 
measuring ozone levels, but this study 
found levels were above the Chinese na- 
tional standard—a level almost twice that 
of the wHo guidelines—on over half of the 
days during the Olympic period in 2007. 

After Beijing achieved its 246th blue sky 
day in 2007, the spokesperson for the 
Beijing Environmental Protection Bureau 
said that the greatest advance in environ- 
mental protection in recent years has been 
increased environmental awareness among 
the public. Presumably he was referring to 
an awareness of the reportedly improved 
air quality, precisely the deceit that pre- 
vents the government from seriously tack- 
ing the air-pollution problem. With air 
quality improving, further action is not 
necessary, or so the story appears to have 
progressed. And strangely, the first step in 
Beijing’s war on air pollution was to reduce 
the size of the Beijing Environmental Pro- 





tection Bureau, or BJEPB. Even though re- 
portedly $17 billion has now been spent on 
improving Beijing’s environment for the 
Olympics, neither the size nor budget of the 
BJEPB or the Ministry of Environmental 
Protection has changed significantly from 
1998 to the present. The Ministry of Envi- 
ronmental Protection received full ministe- 
rial status earlier this year—previously it 
had been considered to be of a ministerial 
level but not a full ministry—but the plan 
for the upgraded ministry only aims to in- 
crease the number of staff from 200 to be- 
tween 300 and 400 (and likely not until 
after the Olympics). In comparison, the En- 
vironmental Protection 
Agency in the United 
States has approximately 
18,000 employees. The BJ- 
EPB and Ministry of Envi- 
ronmental Protection are, 
and without significant 
changes will continue to 
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the illusion of air-quality improvements: 
calling polluted days that meet the Chi- 
nese definition of good air quality “blue 
sky” days, embracing weakened standards 
for nitrogen oxides and the cessation of 
ozone reporting, manipulating data near 
the blue sky boundary, and selectively 
placing monitoring station in less polluted 
areas. Evaluating officials based on envi- 
ronmental targets appears to have further 
exacerbated the solution, and the public 
remains unaware of the true state of envi- 
ronmental degradation in China. 
Recently announced plans to improve 
air quality for the Olympics are impressive 
and extreme, but they are 
not sustainable. Some 
300,000 heavily polluting 
trucks are set to be banned 
from the city beginning on 
July 1. Only half of auto- 
mobiles will be allowed to 
drive from July 20 until 
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ronmental problems. 

China is the largest 
emitter in the world of carbon dioxide, sul- 
fur dioxide and mercury. In the last two 
years alone, China installed over 200 giga- 
watts of new power plants—a new 300 
megawatt coal fired power plant per day. 
China uses more coal than the U.S., the Eu- 
ropean Union and Japan combined. The 
medical journal, the Lancet, has called Chi- 
na “the air-pollution capital of the world,” 
and a report by the Chinese Academy of En- 
vironmental Planning calculated 411,000 
Chinese citizens die each year due to air 
pollution. According to the Chinese Minis- 
try of Environmental Protection: “Environ- 
mental indices will be publicized for public 
supervision; those who fabricate them will 
be dealt with appropriately.” 

Yet Beijing continues to spread across 
China the strategies it has used to create 





set to take place on con- 

struction and heavy indus- 
try both Beijing and surrounding provinces 
during the Olympic period. 

If these planned emergency measures 
are successfully implemented, the air will 
likely be reasonable for the Olympics 
Games. And the Chinese government will 
certainly call it good. But after the competi- 
tions are over and the spectators have gone 
home, Beijing’s temporary restrictions will 
be lifted, environmental regulations will 
once again be ignored, and the air-quality 
games will only continue. Not only will 
hundreds of thousands of Chinese continue 
to die from air pollution, but also global 
green house gas levels will continue to sky- 
rocket, and the chance for a Green Olym- 
pics and a sustainable national legacy will 
have been squandered under a reportedly 
blue sky. a 
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BEIJING: FROM IMPERIAL 
CAPITAL TO OLYMPIC CITY 
by Lillian M. Li, 
Alison Dray-Novey and Haili Kong 
Palgrave Macmillan, 368 pages, $18.95 


THE CITY OF HEAVENLY TRANQUILITY: 
BEIJING IN THE HISTORY OF CHINA 
by Jasper Becker 
Oxford University Press, 

384 pages, $27.95 
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Reviewed by RUSSELL LEIGH MOSES 


NY RECOUNTING OF Beijing his- 
tory inevitably depicts two sides 
to the city: One Beijing is the 
scene of fast-fading history, while the 
other is rushing into a quickly appearing 
future. Both views are manufactured and 
misleading. But there is no middle ground, 
nor any treatment of Beijing that can ade- 
quately capture where the city has been or 
might be heading that can avoid being se- 
lective to some extent. These two volumes 
will satisfy no one completely but are still 
praiseworthy for different reasons. 
Beijing: From Imperial Capital to Olym- 
pic City is written by three academics 
whose interdisciplinary talents are on 
display throughout the volume. Along 
with the social and daily lives of Betjing’s 
subjects and citizens, we read of the large 
sweep of historical forces that gave birth 
to a city out of a series of struggles to con- 
trol China. Beijing was from the very be- 
ginning the battleground of contending 
forces from without that sought to rule— 
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though rarely successfully and never com- 
pletely. As the authors aver, “throughout 
its existence as a capital, Beijing has been 
molded by both Chinese and non-Chinese 
influences.” Language, food, fashion and 
location were subject to waxing and wan- 
ing of these pressures, and the book covers 
them in color and detail. 

The volume, in retracing history, notes 
that as Mongol, Manchu and Han clashed, 
efforts to transform China kept Beijing in 
a nearly constant state of transition. Every 
emperor sought a sanctuary of stability, 
where his stamp of authority would be se- 
cure. Kangxi initiated projects that would 
consolidate his rule. Yongzheng looked to 
administrative reform that would enable 
his rule to be more efficient and therefore, 
longer lasting. Qianlong saw the consoli- 
dation of territory—in Xinjiang and Ti- 
bet—as essential to an empire that could 
be defended. All were builders—and so 
were their contemporary successors— 
basing nearly everything connected with 
their rule on the making and remaking of 
Beijing. 

Each head of state looked to display their 
prowess through the power of architecture. 
Qianlong, in particular, embraced infra- 
structure, but appears to have recognized 
that control rested not only on the ability 
to oversee territory and dispense terror 
but also the power to dictate aesthetics. 
We have a larger Forbidden City because 
of his attitude and a larger Beijing because 
of his actions to build upon earlier palaces 
and gardens outside the capital. Mao Ze- 
dong and his successors followed suit large- 
ly by tearing down and building up, instead 
of pushing boundaries out. Power became 
the ability to demolish. 


While architecture anchors Beijing, one 
of the constants of the capital has been the 
pulling and hauling of politics, be it palace 
intrigue or struggles in the street. Leaders 
sought to keep Beijing as the seat of power 
and to fend off challengers to their per- 
sonal rule to be sure, but the city was also, 
the authors note, “the national center of 
political protest.” By the middle of the 19th 
century, demands for reform began to bite. 
Some of these retorts to state rule were 
cyclical and followed moments of flood or 
famine. But a poorly organized system of 
revenue collection and grain procurement, 
along with a currency cri- 
sis, drove some elites into 
despair and refugees to 
seek redress in the capital. 
As the nation went, so did 
Beijing and leaders found 
themselves battling first 
natural disasters and their 
social consequences, and 
shortly thereafter foreign 
invaders. 

By the early 20th cen- 
tury, calls for reforms to 
save and strengthen China 
buffeted Beijing regularly. 
Some of these pleas were 
the product of a deteriorating physical 
infrastructure in the capital proper: The 
sanitation system was barely worthy of the 
name, and public order deteriorated. When 
attempts to incorporate necessary chang- 
es stalled—a constitutional monarchy was 
stillborn and nationalist authoritarianism 
in the form of the Kuomintang emerged— 
Beijing began to recede, replaced by Nan- 
jing as it had been centuries earlier, and 
placed under Japanese occupation. Only 
the Communist revolution, originating 
from a countryside long neglected by lead- 
ers ensconced in an urban setting elevated 
Beijing back to being, in the eyes of the au- 
thors, the centerpiece of China. 

This story is well and simply told. This 
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historical portrait of a city beset and be- 
sieged by its times, however, is hardly orig- 
inal and the volume rests almost entirely on 
the compilation and presentation of other 
people’s work. We have a solid summary of 
China’s development and good depictions 
of social lives in Beijing as citizens were 
whipsawed by events, but these are pack- 
ets of information that flesh out material 
for the uninitiated. At a number of points, 
the tale is about the country and the capi- 
tal’s role is peripheral. As the narrative be- 
comes more contemporary, anecdotes tend 
to substitute for analysis. (At one point, 
featured quotes are taken 
from a documentary.) A 
ready reference book or an 
introduction for the tour- 
ist or first-time traveler is 
what this volume offers— 
no mean feat in the cur- 
rent flood of works driven 
by the Olympics. 

Jasper Becker’s book is 
something rather differ- 
ent: elegant and at times, 
almost poetic, a paean 
to loss and memory. Mr. 
Becker does not merely 
trace the history; he em- 
ploys it to illustrate the nature of Beijing 
and how it came to be. Instead of seeing 
Beijing through events, he writes of the 
city through individuals. The Chinese 
capital is a place made by its people. The 
author relates that tale by insights gleaned 
through interviews. 

However, Mr. Becker is not a sentimen- 
talist. He reminds us that Beijing and its 
inhabitants adopted a siege mentality be- 
cause the city was founded as a fortress, 
a base for military campaigns against the 
Mongols. Emperor Yongle’s efforts during 
the Ming dynasty were focused on com- 
merce and his attention was largely away 
from Beijing, which he saw as a burden 
instead of a place of economic benefit. At 
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various points in its history, Beijing was 
neither center nor centerpiece of China. 

Much of Mr. Becker’s book is about the 
loss of old Beijing and the neglect of what 
remains. He draws clear connections, for 
example, between the prostitution of the 
past and that which persists today. He 
traces and tracks down ancestors to illumi- 
nate what has changed. When Mr. Becker 
writes of Emperor Pu Yi, the persistence of 
prostitution, the mysterious death of Lao 
She, or an old eunuch, he demonstrates 
that as much as the state wishes to bury 
the past, it has a tendency to resurface. 

No story of Beijing would be complete 
without a chronicle of the people trying 
to save the city from becoming complete- 
ly bereft of itself. Mr. Becker begins with 
a tale of construction and ends with one 
of destruction, summarizing Beijing as 
caught in “the eternal present.” While the 
capital was extensively rebuilt in the 14th 
and 15th centuries, its transformation did 
not end there. New leaders tried to leave 
their mark with new construction, and for 
Beijing, modernization has never meant 
preservation. After 1949, Mr. Becker notes, 
“Beijing’s role as the capital was to serve as 
a stage for propaganda, to show what the 
Party wished to do.” The physical assets 
of people—and the emotions attached to 
the past—remain the property of the state 
to dispose of. 

The few shortcomings of this book 
mostly stem from the fact that a substan- 
tial portion is drawn from Mr. Becker’s 
previous articles, and that leads to dis- 
crepancies such as years appearing out of 
order. Some judicious editing and more 
integration would have avoided the rep- 
etition of some material. But mostly one 
wishes Mr. Becker might have extended 
the book. There is a serenity and sympathy 
here, as Mr. Becker endeavors to light up 
some of the hidden histories of contempo- 
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Reviewed by PAUL MozuR 


S THE BELEAGUERED Olympic 
torch relay slouched toward Lha- 

sa on June 21, Beijing readied the 
security forces and held its breath. Tibet 
Communist Party Secretary Zhang Qing- 
li kicked off the celebrations with a thinly 
veiled warning to Tibetans: “We will cer- 
tainly be able to totally smash the splittist 
schemes of the Dalai Lama clique and safe- 
guard the stability of Tibet... to contribute to 
the success of the Beijing Olympic Games.” 
Then for three hours runners jogged with 
the torch through streets isolated by secu- 
rity to the cheers of the hand-picked, pre- 
dominantly Han Chinese spectators. 

In what is becoming a trend in China, 
everything went as planned, and yet the 
result has been a public-relations disaster. 
On June 27 The Wall Street Journal Asia 
reported that the International Olympic 
Committee issued a letter of warning to 
Beijing for mixing politics and sport for 
Mr. Zhang’s neat piece of vitriol. Beijing 
shot back with a typically bemusing state- 
ment claiming that it is all for the depo- 
liticization of the Olympics and that Mr. 
Zhang’s speech was intended only to pro- 
mote a “stable and harmonious environ- 
ment for the Olympic Games.” 

While most have grown inured to such 
Beijing doublespeak, the more significant 
contradiction comes in the 10C’s insis- 
tence in clinging to its quixotic Olympics- 
without-politics stance. As Dave Zirin’s 
outstanding essay shows (“The Ghosts of 
Olympics Past,” one of 24 essays by China 
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experts and human-rights activists that 
comprise China’s Great Leap) the 1oc has 
historically proven unable to see that the 
Olympics are inevitably political and that 
by demanding the Olympics be apolitical, 
it further politicizes them. 

Looking back, it is impossible to re- 
call an Olympics that has been apolitical. 
For example the massive debt accrued by 
Montreal in 1976, the democratic revolu- 
tion before South Korea’s 1988 games and 
the Tlatelolco Square massacres before the 
1968 Mexico City Olympics all made those 
Olympics fundamentally political. 

Even worse, with a critical historical 
view turned on the Olympics, the Games 
seem more often an extravagant excres- 
cence on the international communi- 
ty than a celebration of cooperation and 
sport. And the 10c, in the characterization 
of Mr. Zirin, seems little more than “a club 
for fossilized aristocrats with nostalgia for 
epaulets.” To begin fixing the many prob- 
lems that plague the Games—graft, securi- 
ty threats, and, in the case of China, broken 
promises to improve human rights—a sim- 
ple admittance that the Olympics are po- 
litical would help immensely. Then the 
organization might dare strive for trans- 
parency and disclosure, and realistically 
counter the toxic side of international poli- 
tics that can ruin the Olympics. Instead, 
the 10c’s unrealistic stance has only wors- 
ened things in Beijing this year. 

As Executive Director of Human Rights 
in China Sharon Hom’s essay chronicles, 
the roc has refused to release the Host 
City Contract with Beijing citing “com- 
mercial confidentiality,” even though the 
contracts were released for four of the past 
six Games. Moreover, its repeated tight- 
lipped reaction to the Olympic torch pro- 
tests, Beijing’s recent crackdown in Tibet 
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and media-company protests that Beijing 
is reneging on its promise of unlimited 
access for journalists during the Olym- 
pics align it woefully with the Chinese 
Communist Party. One thing is certain: 
If something goes wrong this August, the 
10c cannot be relied upon to aid what will 
undoubtedly be a sensitive situation. 

The 24 authors see the games as an op- 
portunity to focus on the human-rights 
challenges China faces. The editor, Media 
Director at Human Rights Watch Minky 
Worden, bills it as “constructive criticism 
to chart the future, offered by experts who 
care deeply about China and its people.” 
Of course, the degree to which the authors 
wish to agitate for change as well as their 
hopes for success vary widely. 

Former student organizer at Tiananmen 
Square Wang Dan calls for the internation- 
al community to demand an “Olympic am- 
nesty” whereby all political prisoners and 
exiles are released or allowed to return for 
the Olympics. Meanwhile, famed Chinese 
writer Liu Xiaobo cynically predicts that 
a successful Olympics will primarily ben- 
efit the government and the elite classes. 
Bao Tong, former ccP Central Committee 
secretary to Premier Zhao Ziyang, who 
was purged after the Tiananmen crack- 
down, notes a darkening pattern in in- 
ternal affairs: “The Chinese government 
is growing increasingly reliant on coer- 
cive powers to keep down the disgruntled 
while at the same time growing addicted 
to tactical cosmetic patches, such as host- 
ing the Olympics.” 

The book’s essays on specific topics in 
China’s development remain similarly di- 
vided about the country’s progress. Jerome 
Cohen, a law professor at New York Uni- 
versity and an expert on Chinese law, cites 
a glimmer of hope for legal reform in the 
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Supreme Court’s recent attempt to cut the 
number of executions in China. R. Scott 
Greathead, a board member of Human 
Rights in China, recounts Mia Farrow’s 
successes in effecting change in China’s 
policies in Darfur through her “genocide 
Olympics” campaign. The June 24 letter 
from China urging for quick elections in 
Zimbabwe, while undoubtedly politically 
calculated, forms another positive devel- 
opment of foreign engagement by China. 
On the other side of the spectrum, essays 
on China’s environmental and migrant la- 
bor problems reveal flaws that will most 
likely only be fixed by a rise in civil soci- 
ety and greater governmental tolerance of 
dissent. 


THE SUICIDE OF REASON: 
RADICAL ISLAM’S THREAT TO THE WEST 
by Lee Harris 
Basic Books, 312 pages, $26 
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ARLY IN THE book, Lee Harris 
quotes a Chechen terrorist in- 
volved in the 2002 attack on a 
Moscow theater that left 169 people dead. 
“We will win in the end,” the Chechen de- 
clares, “because we are willing to die and 
you are not.” The sentiment is familiar to 
anyone who follows the global Islamist 
movement, which seeks to impose Shariah 
law on society and the state. Expressed in 
remarkably similar ways, it surfaces in al 
Qaeda press releases in Pakistan, jihadist 
propaganda videos in Iraq and Islamist T- 
shirts in Indonesia. Fittingly then, it sets 
the tone for an expansive, thoughtful and 
unusually frank meditation on the trou- 
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bled encounter between Islam and the 
West. 

Mr. Harris, who lives in Stone Moun- 
tain, Georgia and contributes to a slew of 
mostly conservative publications, holds a 
stark view of the world. The modern, lib- 
eral West, he believes, faces two closely re- 
lated threats: an exaggerated confidence 
in reason and a deep underestimation of 
the power of religious fanaticism. 

The argument goes that children reared 
in the West are encouraged to develop into 
rational human beings, capable of taking a 
disinterested view of events and prone to 
apportion blame and moral censure evenly 
between their opponents and themselves. 
In the Islamic world, by contrast, fanati- 
cism has evolved as both a cultural defense 
mechanism and an agent of conquest. 

It is fanaticism that allowed Islam in its 
early years to obliterate the Sassanian civi- 
lization of the Persians and the Christian 
culture of the Byzantines, permanently 
altering not merely their political institu- 
tions but their entire way of life. This force 
allows no questioning of its core tenets. It 
privileges duties over rights, the commu- 
nity over the individual and the future 
over the present. It has now resumed its 
ancient struggle with the West with re- 
newed vigor. 

This is a challenge that Mr. Harris be- 
lieves the West is ill-equipped to meet. 
Most people in advanced democracies 
have come to believe that reason—and by 
extension reasonable behavior—is innate 
to the human condition. In fact it stems 
from a particular tradition, the Enlighten- 
ment, and the peculiar historical circum- 
stances of three countries: France, the 
United Kingdom and the United States. 
Thanks in large part to them, in the West 
both cultural norms and education hard- 
wire most citizens to think and behave 
rationally. This is achieved early in child- 
hood and established at “a physiological 
and precognitive level.” 
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At tts core the debate over terrorism and Islamism is about 


what people believe and how they act on those beliefs. 





In short, Westerners are conditioned 
to feel ashamed of temper tantrums, un- 
reasonable outbursts or impulsive acts of 
aggression. So, for example, when fervent 
Christians are ordered to remove a copy 
of the Ten Commandments from an Ala- 
bama courthouse they protest by peaceful- 
ly waving placards rather than by trashing 
the premises or assaulting the judge. The 
thought of bombing an embassy because of 
a cartoon, shooting a nun over an obscure 
reference to medieval history by the Pope, 
or jailing someone for the high crime of 
naming a teddy bear Mohammed is simply 
unfathomable. 

By contrast, according to Mr. Harris, 
Muslims are brainwashed from an early 
age by a “shaming code” that demands that 
they reject anything that threatens to sub- 
vert the supremacy of their faith. While 
Americans drug their most aggressive 
boys—alpha male children in Mr. Harris’s 
parlance—with Ritalin, Muslims do every- 
thing they can to ensure that theirs are 
tough, aggressive and ruthless. Americans 
are proud of their boys entering Harvard; 
Muslims apparently prefer theirs to enter 
paradise as martyrs. 

Despite the somewhat overheated tone, 
this book offers much that is commend- 
able. The rational mind does indeed have 
trouble grasping the reality of religious 
fanaticism. Thus the constant—and at 
times comic—reach for “deeper” explana- 
tions for Islamist violence: poverty, lack 
of democracy, historical grievances over 
territory. (For some mysterious reason, 
Cambodian peasants, Vietnamese living 
under one-party rule and Hindu refugees 
from their ancestral homeland of Sindh 
appear not to have discovered that the 
proper response to their circumstances 
is to blow themselves up on buses or pilot 


aircraft into skyscrapers.) Mr. Harris also 
recognizes a simple fact that is too often 
overlooked by the pundit class: reduced to 
its core, the entire debate about terrorism, 
Islam and Islamism is simply about what 
people believe and how they are willing to 
act on those beliefs. 

And yet on the whole Mr. Harris is 
more wrong than right. For one, he fails 
to distinguish between Islamists and ordi- 
nary Muslims, the majority of whom, like 
people of any faith, are nonviolent. Most 
Muslims, and indeed many nonviolent Is- 
lamists, would indeed prefer a ticket to 
Harvard than to a martyr’s paradise. Mr. 
Harris also fails to acknowledge that reli- 
gious fanaticism, though particularly po- 
tent in Muslim lands, is hardly a Muslim 
monopoly. 

Finally, he underestimates the resil- 
ience of Western societies. Cultures based 
on individual rights, the capacity for self- 
criticism and rational thought are in fact 
infinitely stronger than any tribal society 
can ever hope to be. It’s no accident that 
the British, the French and the Americans 
have dominated the planet for more than 
300 years. While Islamism does indeed 
threaten cherished gains of the Enlight- 
enment, such as the freedom to ridicule re- 
ligion, its eventual triumph in the West is 
far from certain. All told, the odds of Dan- 
ish Muslims one day learning to draw blas- 
phemous cartoons probably match those 
of amputations and public floggings mak- 
ing their way to central Copenhagen. 

In reality, itis in Muslim-majority coun- 
tries that Islamism poses the greatest dan- 
ger. The movement thrives in places like 
Pakistan and Indonesia that lack strong 
institutions such as impartial courts or 
an honest civil service. Deeply embedded 
cultural norms and the threat of violence 
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force secular liberals in Muslim countries 
to tiptoe around religious sensibilities. 
This cedes the rhetorical high ground to 
Islamists, who are invariably pious and 
whose ideas are rooted in an interpreta- 
tion of their faith. A Portuguese or Chil- 
ean Catholic who favors contraception 
and gay rights is free to declare that he 
couldn’t care less what the Bible says or 
the Pope thinks. His Malaysian or Ban- 
gladeshi counterpart who shows similar 
disregard for Islam is either very brave or 
very foolish. 

Indeed, in the Muslim world the slight- 
est whiff of disrespect toward the Koran 
or the prophet Mohammed is an invita- 
tion to violence. Those Muslims who be- 
lieve in gender equity, the separation of 
the mosque and the state, and freedom of 
conscience are reduced to quibbling over 
the interpretation of Koranic verses and 
the traditions of the prophet. Hence the 
never-ending quest by liberal Muslim in- 
tellectuals, such as those associated with 
Malaysia’s Sisters in Islam or Indonesia’s 
Liberal Islam Network, to define what 
constitutes “authentic” Islam. 

Unfortunately, these worthy efforts 
alone are not enough to counter the well- 
organized and tenacious adherents of Is- 
lamism, who are usually backed by the 
weight of tradition, the bulk of clerical 
opinion and the resources of the oil-rich 
Middle East. Ultimately, by failing to en- 
large the terms of the debate, by failing to 
make Islam as open to criticism as any oth- 
er belief system, it is Muslim liberals—not 
Western rationalists—who are complicit in 
their own extinction. 
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TECHNOLOGICAL EMPOWERMENT: 
THE INTERNET, STATE, 
AND SOCIETY IN CHINA 
by Yongnian Zheng 
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Reviewed by REBECCA MACKINNON 


N JUNE, PRESIDENT Hu Jintao 
conducted a live webcast at the 
“Strong China Forum,” a forum 
run by the People’s Daily Online. More 
than 300 questions for President Hu were 
posted in advance by forum members. In 
an exchange lasting around four minutes, 
he answered three softballs. In various 
Chinese blogger communities and forums, 
many people expressed dismay that the 
whole thing was “over as soon as it start- 
ed.” Others posted cynical replies such as: 
“What else do you expect?” 
The brief webcast was gimmicky and 
largely content-free. But Mr. Hu’s final 
comment was nonetheless interesting: 


We pay great attention to suggestions and 
advice from our netizens. We stress the 
idea of ‘putting people first’ and ‘govern- 
ing for the people.’ With this in mind, we 
need to listen to people’s voices extensively 
and pool the people’s wisdom when we take 
actions and make decisions. The Web is an 
important channel for us to understand the 
concerns of the public and assemble the 


wisdom of the public. 


It would appear that the Party does in 
fact recognize the importance of listening 
to the public from time to time—although 
it is trying hard to conduct the listen- 
ing process on its own terms and control 
the platforms and parameters of the dis- 


cs Ms. MacKinnon ts an assistant professor at 
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When a group or movement challenge the entire regime’s 
legitimacy, the people involved can expect to get crushed. 
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cussion. In his new book, Technological 
Empowerment: The Internet, State, and So- 
ciety in China, Zheng Yongnian examines 
how, when and why China’s “netizens” do 
get listened to—as well as how, when and 
why they are ignored, censored or pun- 
ished. Mr. Zheng argues that while China 
is making no meaningful progress toward 
democratization, the Internet is nonethe- 
less bringing about “politi- 
cal liberalization.” 

This is an academic 
book which does not at- 
tempt to entertain a general 
reader with colorful char- 
acters and anecdotes. But 
Mr. Zheng’s clearly writ- 
ten, logically organized 
work is essential reading 
for any serious student of 
Chinese politics, let alone 
anybody who seeks to un- 
derstand how the Internet 
is impacting the state and 
society in China. 

Mr. Zheng describes 
how the Internet in China is enabling 
greater public deliberation about poli- 
cy—albeit within limits. The Internet is 
also forcing the leadership to be more re- 
sponsive to public opinion—or at least that 
portion of public opinion which can be ac- 
cessed uncensored from inside China. De- 
spite the limitations, online forums, blogs 
and chatrooms have provided China’s 200 
million-plus Internet users with a plat- 
form for expression that was not avail- 
able before. Mr. Zheng points to several 
cases where public debates online—in re- 
action to information first posted on the 
Internet—led to policy changes: outrage 
over the death in detention of a young man 
named Sun Zhigang led to abolition of the 













“Custody and Repatriation” system; out- 
rage over the detention of outspoken rural 
business tycoon Sun Dawu brought pres- 
sure on provincial governments and the 
central government to change policy prac- 
tices that discriminate against the private 
sector. 

During the sars outbreak, informa- 

tion, concerns (and wild rumors) posted 
on the Internet and sent 
< through mobile sms even- 
tually broke down gov- 
_ ernment attempts at tight 
` information control. Mr. 
Zheng also points to no- 
tably unsuccessful cases: 
use of the Internet by the 
outlawed Falun Gong and 
the opposition China De- 
mocracy Party to criticize 
the regime and call for an 
end to one-party rule by 
the Chinese Communist 
Party. 
Mr. Zheng argues that 
the difference between 
success and failure comes down to an on- 
line movement’s strategy and objectives. 
The most spectacularly unsuccessful on- 
line movements (and the ones leading to 
the most brutal crackdowns both online 
and off) tend to advocate what some po- 
litical scientists call the “exit” option—i.e. 
that the Chinese people should exit one- 
party ccp rule, or that a particular group 
or territory might have the right to do so. 
When a movement or group challenges the 
entire regime’s legitimacy, the people in- 
volved with it can expect to be crushed: 
“When the regime is threatened by chal- 
lengers, the soft-liners and hard-liners are 
likely to stand on the same side and fight 
the challengers.” 
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On the other hand, successful online 
movements in China tend to use what Mr. 
Zheng calls the ‘voice’ option, or what 
other political scientists call the “coop- 
eration option.” They manage to give re- 
formist leaders or ministerial bureaucrats 
ammunition to win arguments or power 
struggles against hard-line conservative 
colleagues without having to take undue 
political risks. Reformists can point to sen- 
timent in the chatrooms and blogs about a 
particular problem or incident, and argue 
that without action or policy change there 
will be more unrest and public unhappi- 
ness—in other words, change is required 
to save the regime. 

Mr. Zheng writes, “The voice does not 
aim to undermine or overthrow the state. 
Instead, through a voice mechanism, the 
state can receive feedback from social 
groups to respond to state decline and im- 
prove its legitimacy.” 

Mr. Zheng insists that he is not a “tech- 
nology determinist”—he does not believe 
that the Internet, just by virtue of its ar- 
rival in China and growing use by Chinese 
citizens, will inevitably bring about any 
particular kind of political change. Rather, 
he argues that “the Internet is a facilitat- 
ing factor” in political change. “To what 
degree the Internet can promote political 
changes,” he writes, “depends on the inter- 
action between the state and social forces 
in the opportunity structure that socioeco- 
nomic development provides.” Given Chi- 
na’s larger social, political and economic 
context, Mr. Zheng sees little likelihood 
that the Internet would bring about either 
regime change led by exiled dissidents or 
“revolution from below”—overthrow of 
the government via some kind of domes- 
tic popular uprising. Rather, he concludes 
that in the Chinese context, the Internet 
is most likely to bring about “political lib- 
eralization and mutual transformation of 
the state and society.” The ultimate result 
over a long period of time could eventually 
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be democratization, but that transforma- 
tion will likely come through gradual evo- 
lution, not sudden revolution. 

Thus is a logical conclusion, which Mr. 
Zheng has arrived at in a very sensible 
fashion after thorough analysis of the ex- 
isting factual evidence and relevant polit- 
ical theory. This makes sense, given that 
political scientists are (thankfully) not 
feng shui masters or fortune-tellers. Mod- 
ern Chinese history, however, threatens to 
throw us a curve ball: It has taught us that 
every so often we can expect something 
to happen which comes completely out of 
left field, and which nobody managed to 
predict. 

But since one can’t factor unimagina- 
ble, unpredictable events (let alone the 
divinations of feng shui masters) into an 
academically credible analysis of China’s 
sociopolitical trends and the factors con- 
tributing to them, we are left in effect with 
this: Assuming that all variables remain 
fairly constant and that China remains 
uncharacteristically predictable, we can 
conclude that the Internet will not facili- 
tate any kind of sudden or drastic political 
change in China any time soon. 


MYANMAR: THE STATE, COMMUNITY, 
AND THE ENVIRONMENT 
Edited by Monique Skidmore 
and Trevor Wilson 
Asia Pacific Press, 301 pages, $34 





Reviewed by IAN HOLLIDAY 

HIS LATEST COLLECTION in a 
long line of edited books on Bur- 

ma brings together a fine array 
of scholars and practitioners to examine 
developments in the country’s politics, 
economics and environment. It breaks 
new ground with its case studies on en- 
vironmental management, and also pro- 
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In Burma progress can be made through local participation 


with support from stakeholders in strategic institutions. 





vides acute assessments of political and 
economic trends and prospects follow- 
ing Burma’s banking crisis of 2002 and 
2003, the Depayin Massacre of May 2003, 
and the purge of General Khin Nyunt and 
his associates in October 2004. The fact 
that the chapters were written for a con- 
ference held in July 2006 is problematic, 
and makes much of the analysis dated and 
some of it obsolete. Why not release pa- 
pers on contemporary politics online, so 
that evaluations made and presented in 
mid-2006 can be read and debated in mid- 
2006? Nevertheless, the analytical core of 
the book remains valid even in the wake 
of the monk-led Saffron Uprising in Sep- 
tember 2007 and Cyclone Nargis in May 
2008. 

Over every discussion of current Bur- 
mese politics hangs one central question. 
What is to be done? The core of the answer 
given here is to be found in Ashley South’s 
excellent chapter on forced migration of 
individuals caught up in conflict between 
the national army and a number of minor- 
ity ethnic groups. Employing a tripartite 
typology of displacement, Mr. South’s cen- 
tral concern is what happens and what can 
be made to happen when the fighting stops 
and ceasefire zones begin to take shape. 
His contention that space must be creat- 
ed for local voices to be heard and local 
agency to blossom has wide application in 
a country where repression at the hands 
of an entrenched military junta remains 
pervasive. While that space is intended 
for local people to reclaim their country 
through civil action, it can only be fully 
built through sustained external engage- 
ment. In anation where associative capital 
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is said by Khin Zaw Win to be extremely 
weak, this insight is fundamental. 

Its power is evident in the chapters on 
environmental management clustered 
at the end of the book. It is no surprise, 
though still depressing, to learn that Bur- 
ma’s physical space has been woefully mis- 
managed by the ruling State Peace and 
Development Council, and that degrada- 
tion is now extensive. This is the inescap- 
able message of Tun Myint’s overview of 
environmental governance; of Matthew 
Smith’s interesting case study of the Mony- 
wa Copper Project in Sagaing Division; of 
Ken MacLean’s examination of contested 
control of riverine networks in Pegu Divi- 
sion; and of Tint Lwin Thaung’s analysis of 
conservation issues in Kachin State. Again, 
however, the constructive point that comes 
across is that space for redevelopment can 
be opened up if international agencies can 
find ways to insert themselves inside the 
country and work alongside government 
technocrats and local people. Tun Myint 
shows, for instance, that the Smithsonian 
Institution, the Wildlife Conservation So- 
ciety and the United Nations Development 
Program have all registered some success 
in this regard. While the authors some- 
times look for an overarching political set- 
tlement, it is clear that even in its absence 
some progress can be made through local 
participation allied with support from key 
stakeholders in strategic institutions. 

This is not to hold that long-standing 
features of Burmese political reality can 
be overlooked. Vicky Bowman makes the 
essential point that the sppc is the criti- 
cal power holder inside the country, and 
from the perspective of 2006 holds that 
deadlock between the junta and the wid- 
er world is likely to continue. Khin Zaw 
Win details many opportunities missed by 


the opposition. In 2008, it remains hard 
to dispute these evaluations, and diffi- 
cult therefore to be sanguine about future 
prospects. However, the gap that Mary 
Callahan shows is opening up within the 
army between an enriched elite and an im- 
poverished rank and file will ensure that 
the sppc cannot always take military uni- 
ty and loyalty for granted. Furthermore, 
at least something will need to be done to 
correct the chronic economic failure de- 
scribed by Sean Turnell, and something 
more imaginative than the policy of low- 
price stable rice supplies 
detailed by Ikuko Okamoto 
will need to emerge. As Guy 
Lubeigt shows, industrial 
zones, though somewhat 
open to inward investment, 
are not yet the solution, and 
contain little potential for 
thoroughgoing economic 
transformation. In conse- 
quence, worker migration, 
especially to Thailand, can 
be expected to continue for 
many years to come. 

How, then, might the 
global community engage 
with Burma? In his chapter, Trevor Wil- 
son argues for more creativity on all sides. 
Outsiders, he holds, must make the case 
that they have legitimate concerns inside 
Burma, and have a claim to dialogue sta- 
tus. Insiders, notably the overwhelming- 
ly powerful sppc, must be persuaded to 
concur. However, while this gets to the 
heart of the matter, it is only by factoring 
in more recent experience than was avail- 
able in 2006 that the full nature of the task 
can be understood. Not only the political 
challenge embodied in the Saffron Upris- 
ing, but also the humanitarian catastrophe 
generated by Cyclone Nargis, provoked 
defensive sovereignty claims on the part 
of the junta and no more than limited en- 
gagement with outsiders. The wider world 
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has thus far found no alternative but to go 
along with this. The difficulties in opening 
up Burma to its own people and to the wid- 
er world cannot now be underestimated. 

Nonetheless, the most promising way 
forward remains that which emerges from 
this collection. While much of the book has 
little option but to document what has lat- 
terly gone wrong with Burma in the politi- 
cal, economic and environmental spheres, 
parts of it reveal glimmers of hope. These 
are located in the humanitarian space 
created in some ceasefire areas, in the 

economic space built in 
industrial zones, and in 
the environmental space 
fashioned in some parts 
of the national habitat. By 
growing these spaces, the 
international communi- 
ty can help to prepare the 
ground for sustainable 
long-term change. It is no- 
table that this approach 
does not prioritize head- 
line political issues such 
as the role of the National 
League of Democracy or 
the position of its leader, 
Aung San Suu Kyi. Indeed, she comes in 
for considerable criticism in the Burmese 
perspective on prospects for progress pro- 
vided by Khin Zaw Win, and is a marginal 
figure in this collection. Rather, the focus 
is on creating space for local action in lo- 
cal communities and, by extension, keep- 
ing as far below the sppc’s political radar 
as possible. 

Such a strategy will generate little im- 
mediate change, and may for many years 
leave the junta in place as the country’s 
dominant political force. On the part of ex- 
ternal agents, it will require considerable 
patience and commitment, and sustained 
engagement on the ground inside Burma. 
However, it is a strategy that can draw sup- 
port from many of the global bodies inter- 





July/August 2008 


The book is an unsettling amplification of the whispers of 


Britain’s ‘ghost population’ of statusless Chinese workers. 





ested in Burma, as well as from key powers 
in the immediate neighborhood, such as 
China and Burma’s partners in the Associ- 
ation of Southeast Asian Nations. For this 
reason, it looks to be the most promising 
approach to a regional problem that has 
persisted for far too long. 


CHINESE WHISPERS: 
THE TRUE STORY BEHIND 
BRITAIN’S HIDDEN ARMY OF LABOUR 
by Hsiao-Hung Pai 
Penguin, 288 pages, £8.99 
NGO 


Reviewed by TIM KINDSETH 


HANG GUOHUA WAS desperate to 
improve his family’s living stan- 
dards. So in 2001 the 39-year-old 
father of two left Liaoning Province, in 
China’s economically depressed north- 
eastern rust belt. He flew to the United 
Kingdom on a business-visitor visa. And, as 
planned, he overstayed. He got a crummy 
factory job putting Samsung labels on mi- 
crowaves, joining the vast, shadowy net- 
work of an estimated 170,000 to 200,000 
undocumented Chinese workers in United 
Kingdom. One night, just six months after 
starting, Zhang developed an acute head- 
ache near the end of a shift. Hours later he 
dropped dead. 

Zhang’s sad story is one of many hor- 
rendous and deeply distressing profiles 
in Chinese Whispers, Hsiao-Hung Pai’s 
relentlessly sobering exposé of the unac- 
knowledged role that an “army” of status- 
less Chinese workers plays in fueling the 
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British economy. For Ms. Pai, the cause of 
Zhang’s death is as clear as the daylight 
he and his workmates never saw while 
sometimes toiling through grueling twen- 
ty-four hour shifts. Before coming to Brit- 
ain, he was spry and fit. After, she argues, 
exhaustive hours induced the stroke that 
prematurely cut him down. Zhang was, 
simply, worked to death. 

So were nearly two dozen other un- 
documented Chinese, mostly from Fujian 
Province, who in 2004 were picking cock- 
les on the sandbars of Morecambe Bay. 
Twenty-three drowned one day, trapped 
by the incoming tide. Ms. Pai, a Taiwan- 
born, U.K.-based free-lance journalist who 
writes frequently for Open Democracy and 
The New Statesmen, covered the tragedy, 
and her articles reported for the Guardian 
helped inspire this, her first book. “It was 
the namelessness of the migrant workers 
that affected me,” she writes. “The dead 
were gone, but I was determined to give 
the living ones a name, a voice.” 

To that end she spent five years con- 
ducting hundreds of interviews with un- 
documented Chinese workers in Britain. 
She even went undercover—a la Ameri- 
can journalist and political activist Bar- 
bara Ehrenreich in her bestseller Nickel 
and Dimed —to “gain genuine insight into 
the lives of the most marginalized group 
in Britain.” The result, in Chinese Whis- 
pers, is an unsettling amplification of the 
whispers of Britain’s “ghost population” of 
statusless Chinese workers into distinct, 
individualized, humanized clamors that 
demand our attention. 

There’s the dirge-like story of Ah-Hua, 
a 32-year-old married father from Fujian 
who’s smuggled into Britain after months 
of chancy travel, including a trek over 
mountains from Ukraine to Slovakia, and 


a ferry ride to Dover hidden in the back of 
a lorry. Later, he quits a poorly paid job at 
a restaurant in Manchester’s Chinatown 
to pick cockles at Morecambe Bay, only a 
few months after the tragedy, and ends up 
earning less money than before. “He had 
a foreboding of a terrible new pattern of 
his life,” as Ms. Pai writes: “you move on 
in order to try to make things better, but, 
always, things actually got worse.” 

And worse they do get. Ah-Hua deserts 
cockle-picking and returns to Manchester, 
where he starts street-selling pirated DVDs, 
a trade that, according to Ms. Pai, rakes in 
around £500 million ($996 million) a year 
in sales from about 10,000 small-time 
hawkers around Britain, like Ah-Hua. Chi- 
nese Whispers is frustratingly unsourced. 
But accept her stats or not, make no mis- 
take: brutal syndicates control the busi- 
ness, giving you something to think about 
before you buy your copy of Sex and the 
City. When Ah-Hua tries to leave the trade, 
gangsters beat him to a pulp, kidnap him, 
extort £7,000 ($13,944) for his release, and 
then beat him again. 

“But there was no way I was going to 
hospital,” another pvp seller, Li Yun, tells 
Ms. Pai, after chronicling his own vicious 
assault at the hands of hoodlums from the 
same international gang, Dong Bi. The 
group originated in Fujian’s Dong Bi vil- 
lage, where they rule in cahoots with lo- 
cal politicos and law enforcement agents, 
bribed to look the other way. Though 
bruised and battered, a trip to the emer- 
gency room, Li Yun explains, would risk 
the discovery of his illegal status. “And as 
arule,” he adds, “no one reports robberies 
or attacks to the police.” 

It’s arefrain Ms. Pai hears again from 
Ailing, a divorced single mother from Zhe- 
jiang who, like Zhang Guohua, overstays a 
business-visitor visa to find work. Ailing 
pays a £100 fee to an employment agen- 
cy—corrupt labor providers routinely prey 
on migrants, who speak little English and 
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need middlemen to get jobs—-and is sent 
to Birmingham to be a nanny for a British- 
Vietnamese family. Less than a month af- 
ter arriving in the Midlands she’s raped by 
the husband and reluctantly accepts a de- 
meaning £500 compensation fee because 
she fears reporting the crime will expose 
her illegal status. 

Ms. Pai does an admirable job of letting 
the people whose tenuous lives she chron- 
icles speak for themselves, on their own 
terms. Though she does briefly explain the 
seeds of her own moral activism. (Ostensi- 
bly a neutral investigative journalist, Ms. 
Pai is more of a strident labor crusader, 
as her frequent, vociferous rants against 
“corporate greed” attest.) Growing up in 
Taiwan, she’d take walks with her father 
before school in Kaohsiung. Perched on 
both banks of the fetid Love River were 
flocks of permed prostitutes: “It was here,” 
she painfully notes, “that I had my first 
glimpse of routine degradation.” 

Even when Ms. Pai goes undercover, 
posing as a newly arrived undocument- 
ed mainland Chinese migrant, her focus 
is less on herself than the other workers 
she meets while on the jobs. This is partly 
practical, as she never lasts more than a 
few days, whether packaging frozen pork 
ribs at a meat-processing factory in Suffolk 
(“You feel your body becoming a cog in a 
machine”); harvesting leeks in Worcester- 
shire for 80 pence a basket (“Never had I 
been at the receiving end of such a demor- 
alizing wage”); serving as receptionist at a 
brothel in suburban Burnley; and pushing 
a dim sum cart in London. 

Yet she’s still able to confirm, fairly 
quickly, the catalog of miseries she’s heard 
about: blistered feet, headaches, craven 
supervisors who exploit with “casual in- 
humanity.” And she implicates a host of 
powerful international conglomerates and 
domestic companies for labor violations, 
from Samsung and Sony and McDonald’s; 
to Grampian Country Pork, the biggest 
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labor supporter, as her rants against ‘corporate greed’ attest. 





poultry and meat manufacturer in Brit- 
ain, which supplies Sainsbury’s markets; 
and several well-known eateries in Lon- 
don’s Chinatown, such as Chuen Cheng 
Ku Restaurant. “Life is hell here,” one un- 
documented worker tells her. But what’s 
the alternative? 

It’s a question Ms. Pai never fully an- 
swers. She spreads blame all around for 
the Chinese migrant’s plight. She points 
to the privatization of state-owned en- 
terprises in China during the 1980s and 
1990s, which left millions unemployed and 
vulnerable and in search of better lives, of- 
ten abroad. She also rails against feckless 
British immigration policies. Yet the clos- 
est she comes to proposing an actual solu- 
tion is her implicit suggestion (couched in 
a criticism) that Britain finally ratify the 
1990 U.N.-sponsored Migrant Rights Con- 
vention, which extends minimum social 
protections to undocumented workers. 

“What’s the point in preserving mem- 
ories of this ugly existence?” 36-year-old 
Gao Jun wonders to Ms. Pai, after losing a 
lettuce-picking job, and deciding to aban- 
don the camcorder he used to film a video 
diary. Also ugly is the “world of hardship 
and struggle” she documents in Chinese 
Whispers, her own muckraking testament 
to the harsh reality of undocumented 
Chinese workers in Britain. Yet if read by 
people with innovative solutions and the 
power to implement them, this searing 
book just might improve the lives of those 
like Mr. Gao—reason enough for Ms. Paito 
have preserved their memories. 





BEHENJI: 
A POLITICAL BIOGRAPHY OF MAYAWATI 
by Ajoy Bose 
Penguin Viking, 277 pages, Rs 499 
an E aa- aed 


Reviewed by BEN FRUMIN 


N A LAND where a person’s career 
I prospects and social standing are 

hugely affected by the intransi- 
gent and brutal hierarchy of caste, class 
and religion, and where cruel gender bias 
routinely compels expecting parents to il- 
legally abort female fetuses viewed as un- 
wanted burdens, the story of Mayawati 
Kumari is an amazing and hopeful anom- 
aly. A member of the Dalit caste, histori- 
cally one of the most crushingly oppressed 
communities on earth, and a woman, May- 
awati (as everyone in India calls her) is cur- 
rently serving her fourth nonconsecutive 
term as chief minister of Uttar Pradesh, 
India’s largest state, and one ofits poorest. 
With a population of more than 160 mil- 
lion, if Uttar Pradesh were an independent 
nation-state, it would be the sixth largest 
on the planet. 

And Mayawati’s governorship over this 
mass of people is not the sort of precari- 
ous rule tenuously balanced atop a feeble 
and fractious coalition that many govern- 
ments in India at all levels are. Instead, her 
party, the Bahujan Samaj Party, which is 
as synonymous with its leader as any 
personality cult, swept to an incredible 
real majority victory last year by uniting 
an unlikely team of voters that included 
both oppressed Dalits and the upper caste 
Brahmins traditionally responsible for do- 
ing the oppressing. 


oo Mr. Frumin is a free-lance journalist based 
in New Delhi. 
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What this incredible caste-transcend- 
ing victory means for the future of In- 
dia—where elections are often based on 
identity politics, pandering promises to 
demographically identified vote banks 
and furious gotcha name calling—has be- 
come a hot topic among India’s chattering 
classes. Can the Mayawati model be rep- 
licated in other jurisdictions across India, 
where already blue chalkings of the Bsp el- 
ephant adorn walls in neighborhoods rich 
and poor, in states large and small? And, 
more importantly, who is 
Mayawati? There is star- 
tlingly little known about | 
the Dalit woman who cat- | 
apulted from oppressed 
obscurity to the ranks of In- | 
dia’s most powerful leaders, 
a woman who many believe 
will be prime minister one | 
day. Who is she, and how | 
on earth did she overcome 
the crushing inequities of 
her caste and gender to gain 
riches, fame and power? 

These are among the 
most compelling questions 
in Indian politics, and the 
fact that they remain unsatisfyingly an- 
swered makes Behenji, acursory and sym- 
pathetic political biography of Mayawati 
by veteran Indian journalist Ajoy Bose, a 
terrible disappointment. Mr. Bose declares 
early in Behenji (a respectful term for sis- 
ter) that “Mayawati the person is virtually 
unknown” and that “no one, not even her 
closest associates, can lay claim to know 
the real Mayawati.” True or not, readers 
of Mr. Bose’s book are certain to feel the 
same sense of detachment from the Dalit 
leader, who throughout the book remains 
a distant name attached, sometimes only 
tangentially, to power plays. 

Mr. Bose’s two-dimensional, enig- 
matic Mayawati is a character described 
by over-the-top adjectives and sweeping 
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statements, rather than shown through 
illustrative up-close anecdotes. She is a 
shape-shifting politician who in some 
passages has the careful demographic- 
exploiting guile of Karl Rove, and in other 
passages appears to be a mere puppet of 
her mentor, Kanshi Ram. 

Further, Mayawati is often not even the 
central character of her own story. There 
are numerous long passages exploring 
the Bsp’s role in recent elections, alliances 
and governments while hardly mentioning 

Mayawati at all, implying 
indirectly that perhaps 
she was the beneficiary of 
the actions and decisions 
of others rather than the 
prime mover herself. Mr. 
Bose’s Mayawati is often 
a flat character hovering 
on the fringes of her own 
story. 
Still, Mr. Bose does pro- 
vide intriguing detail on 
the double crosses, secret 
deals, ephemeral and illog- 
ical alliances, and violent 
conspiracies of Indian poli- 
tics. He offers believable if 
weakly sourced theories on how Mayawa- 
ti, once installed as the head of the Bsp by 
high-powered Dalit leader Kanshi Ram, 
was able to navigate this treacherous, con- 
stantly-changing landscape. 

But the critical question of why Kan- 
shi Ram put an unknown political novice 
into such an important role is never real- 
ly answered, despite Mr. Bose describing 
Mayawati’s first meeting with Kanshi Ram 
as “perhaps one of the most significant en- 
counters in Indian politics” and “the defin- 
ing moment of Mayawati’s life and career.” 
The source of the comically unbelievable 
details of this hour-long meeting between 
the big-shot Dalit leader and Mayawati, 
then an unknown 21-year-old schoolteach- 
er with no ambition higher than scoring 
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cronyism, nepotism and corruption against Mayawati. 





a cushy government job as a district col- 
lector, goes totally unmentioned by Mr. 
Bose. One can only assume that this pas- 
sage, like many others, is essentially lifted 
from Mayawati’s massive two-volume au- 
tobiography—a self-serving text that can 
hardly be considered gospel. 

The most intriguing material here isn’t 
the result of the author’s own digging, but 
rather the footnoted work of other jour- 
nalists. It’s unclear whether Mr. Bose even 
had to leave his desk to report the bulk of 
this book. The many charges of cronyism, 
nepotism and corruption against Mayawa- 
ti are dismissed as untrue or overblown, 
often without evidence. 

Most egregiously, Mr. Bose never even 
asked Mayawati for an interview, declar- 
ing that his “gut sense” was that Indian 
political leaders are wary of biographers 
and that Mayawati’s involvement might 
hinder rather than help his work. The re- 
sult is a political biography that hobbles 
along on Mayawati’s unreliable autobiog- 
raphy and the work of other writers, never 
really answering that the most fundamen- 
tal questions about the lady who may very 
well lead India. 


CHANGING CLOTHES IN CHINA: 
FASHION, HISTORY, NATION 
by Antonia Finnane 
C. Hurst & Co, 359 pages, £25 
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Reviewed by CHRISTOPHER B. SHAY 


N 1920, WHEN Sun Yat-sen first 
donned a jacket with five buttons 
running down the center, four 


pockets, and three buttons on each sleeve, 
he could not have known that his garment 





would become the dominant fashion in 
China for decades, one that would even- 
tually become a potent political symbol for 
an ideology that was not his own. The Sun 
Yat-sen suit would come to represent the 
ideals of the Nationalist Revolution. 

Five years after Sun Yat-sen put on his 
eponymous jacket, his second wife also 
popularized a new fashion: the gipao. In 
1925, Song Qingling (Madame Sun Yat- 
sen) wore a one-piece, high-collared dress 
that swiftly became the standard clothing 
of affluent women in Beijing and Shang- 
hai—and became a symbol of bourgeois 
decadence. 

How-—in less than 30 years—could the 
clothing choices of husband and wife come 
to represent opposing ideologies? This is 
one of the questions explored in Antonia 
Finnane’s well-researched history, Chang- 
ing Clothes in China: Fashion, History, Na- 
tion, which traces the transformation of 
Chinese fashion from the Qing dynasty 
to the present. Throughout her book, Ms. 
Finnane shows that clothing decisions 
have been linked to political choices as 
much as aesthetic ones. Changing Clothes 
in China is primarily a story of the ways in 
which Chinese citizens “wore the nation 
on their backs.” 

During the Cultural Revolution, Wang 
Guangmei, the famously beautiful wife of 
President Liu Shaoqi, learned about the 
political implications of her clothing the 
hard way. In 1963, Wang was filmed sport- 
ing a tight-fitting gipao and a pearl neck- 
lace while accompanying her husband to a 
banquet in Indonesia hosted by President 
Sukarno. Four years later, the Red Guards 
forced her to squeeze into that same qipao— 


co Mr. Shay is a free-lance writer based in Hong 
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now a size too small—turning her into a 
caricature of capitalist excess. 

Ms. Finnane, an associate professor of 
history at the University of Melbourne, 
patches together first-person accounts, ad- 
vertisements, newspaper articles, novels 
and academic essays to weave her history. 
She has been writing on Chinese clothing 
for more than a decade, and the book draws 
on many of her previous academic articles. 
Though dry at times, Ms. Finnane’s histo- 
ry is valuable as the most comprehensive 
history of modern Chinese fashion. There 
are a growing number of books on specific 
aspects of Chinese clothing— 
Dorothy Ko’s Cinderella’s Sis- 
ters: A Revisionist History of 
Footbinding comes to mind— 
but nothing as broad and in 
depth as this. For those truly 
interested in the history of 
modern Chinese fashion, this 
book is a good place to start. 

Unfortunately, Ms. 
Finnane’s take on her most 
interesting subject—contem- 
porary Chinese fashion—is 
also the least convincing. 
She focuses on a fascinating 
question: Why has mainland 
China been unable to produce a global 
clothing brand or a famous fashion de- 
signer? But her answer disappoints. 

She contends that the Chinese Com- 
munist Party’s control over the “creative 
deployment of historical aesthetics” pre- 
vents clothing designers from reinterpret- 
ing history in new ways. In other words, 
Chinese designers are unable to create in- 
novative clothing designs, because their 
“thought has been replaced by patriotism.” 
This, however, has not stopped a dynamic 
arts scene in other mediums from devel- 
oping. Chinese visual art has been setting 
world records at auctions, and Beijing’s 
punk rock scene is one of the most vibrant 
in the world. 
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Ms. Finnane’s assessment overlooks 
these developments—as well as ignoring 
some of China’s top clothing designers. 
Her conclusion never mentions designers 
like Guo Pei and Claire Fang, for example, 
who have dazzled critics and audiences 
without relying on red paper lanterns, em- 
broidered chrysanthemums, or any of the 
other trite motifs that Ms. Finnane accus- 
es Chinese designers of resorting to. 

Last September, Ms. Fang was the first 
Chinese designer to participate in an Ital- 
ian fashion show. This milestone is not 
mentioned in the book (although in Ms. 
Finanne’s defense it would 
have occurred just as her 
manuscript was going to 
press). It’s still true that 
much contemporary Chi- 
nese fashion may look tacky 
by Western standards—but, 
with renewed global focus 
on Chinese cultural prod- 
ucts, that probably won’t be 
the case for much longer. 

A successful fashion in- 
dustry in China simply re- 
quires a bit more time. 
Until the end of the 1970s, 
the P.R.C. stamped out inde- 
pendent clothing design, meaning Chinese 
fashion had to start over. The initial focus 
of the industry was not on design but rath- 
er production: textiles, fitting, and cutting. 
Only relatively recently has China created 
national associations to promote domestic 
brands. 

Ms. Finnane alludes to another hurdle: 
the skepticism that Chinese designers face 
abroad. Chinese clothing is associated with 
cheap imitations rather than haute cou- 
ture, making it especially difficult for ris- 
ing designers to crack elite fashion circles. 
It can take time to foster design talent and 
to transform its fashion image. It is hardly 
surprising that China is only now starting 
to see its fashions on the catwalk. 1 | 
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our summer reading list on your holiday and your flying companions will start 
wondering about the lunatic sitting in 3C. We present one featured review by 


D O YOU EVER laugh out loud on the airplane? Take along a couple picks from 


Ron Gluckman, as well as short reviews of some of our favorite classics. 
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ATOMIC SUSHI 
by Simon May 
Alma Books, 256 pages, $16.95 

HERE ARE THOUSANDS of ac- 
T counts of hapless foreigners 
struggling with Japan’s famous- 
ly impenetrable culture. Simon May had 
the special vantage point of being the first 
British professor of philosophy invited to 
teach at the University of Tokyo in more 
than a century. He also happens to pos- 
sess the perfect dry wit to showcase the 
inadvertent hilarity caused by a professor 
who is suspected of being a spy but actu- 


ally is motivated to explore Japan by a love 
of sushi. 





MR. CHINA 
by Tim Clissold 
Robinson Publishing, 288 pages, £8.99 


C. . ee eal -ad 


AN YOU MAKE it in the China 
market? After reading Tim Clis- 

sold’s adventure tale, you may 
shake your head that anyone would even 
try. As each investment of his $400 mil- 
lion fund blows up in spectacular fash- 
ion, our hero gets a most expensive crash 
course in Chinese culture ever. Eventually 
it all lands him in hospital with a heart at- 
tack, but not before we’ve run through just 
about every iteration of how a joint ven- 
ture can go south. Don’t try this at home 
with your investors’ money. 








MONKEY 
Translated by Arthur Waley 
Grove Press, 320 pages, $13 


HINA’S MOST BELOVED folk nov- 
el, more often known as Journey 

to the West, has been made into 
countless movies and television serials. 
This is history’s ultimate road trip, loose- 
ly based on the quest by monk Tang Seng 
to bring Buddhist scriptures back from In- 
dia. His traveling companions include the 
monkey king Sun Wukong, whose playful 
character leads to plenty of trouble, but 
who also can be counted on to save the 
bumbling monk whose flesh is delicious 
to demons. Waley’s translation is still the 
best at capturing the epic’s delights, 65 
years after it was first published. 





A SHORT WALK IN THE HINDU KUSH 
by Eric Newby 
Lonely Planet, 272 pages, $14.99 





FTER A FEW desultory climbing 
lessons in England, Newby quits 
his job in the fashion industry and 
sets out on expedition in Nuristan, north- 
east of Kabul. A classic of the adventure 
genre, he somehow makes the reader exult 
in the progressively more horrendous con- 
ditions. As the original book jacket noted, 
“It comes as no surprise to hear that nei- 
ther [companion Hugh] Carless nor Mr. 
Newby has yet been knighted.” 
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CHINA TO ME 
by Emily Hahn 
ereads, 452 pages, $21.95 
eal aaa eal. Alien 
MILY HAHN WAS one of those ex- 
ceptionally stalwart female war 
correspondents, but even among 
that select group she broke the mold. Re- 
porting from China from 1935-43 for the 
New Yorker, she lived in Shanghai’s red 
light district and strolled around with a 
pet gibbon, Mr. Mills, on her shoulder. Her 
observations of a country hurtling toward 
war are strangely delicious. 








THE SEX LIVES OF CANNIBALS 
by J. Maarten Troost 
Broadway, 288 pages, $12.95 
EEE yes 
ANY PEOPLE DREAM of quit- 
ting their jobs and moving to a 
South Pacific island. Maarten 
Troost actually did it, although he didn’t 
have much of a job to leave behind. Nev- 
ertheless, he finds that life on Tarawa is 
not as simple as the fantasy. As his girl- 
friend worked, he indulged his ambition of 
becoming a Great Writer. While this book 
may not qualify him, it’s a good start. 


M 
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WHERE UNDERPANTS COME FROM: 
CHECKOUT TO COTTON FIELD — 
TRAVEL THROUGH THE NEW CHINA 
by Joe Bennett 
Simon and Schuster, 272 pages, £11.99 
A ence T a 


Reviewed by RON GLUCKMAN 


LD CHINA HANDS are bound to 
be rubbed the wrong way. This 
is the kind of book any of them 
could have penned after that first, wide- 
eyed tour of China, they will note. But Joe 
Bennett did it, and did it quite well. 

Sure, there is the temptation to simply 
snap shut this oddly named book (adorned 
with red-star briefs on a flagpole) after the 
opening observation: “To put it simply, 
China is unimaginably big. And China is 
booming.” 

Yet read on and you realize veteran 
humor writer Joe Bennett is merely tak- 
ing the piss, and practically everyone is in 
the crosshairs, himself included. A Brit- 
ish migrant to New Zealand, he previous- 
ly penned several collections of columns 
and travel tomes, mainly about his adopt- 
ed or former homes. Never has he roamed 
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so widely, or so wittily. 

His quest was to trace the trajectory 
ofa pair of underpants back from the sales 
counter to creation, following each ingre- 
dient—labor, elastic, cotton thread. Natu- 
rally, most inputs, as in nearly everything 
nowadays, come from China. There is a 
side trip to Bangkok (chasing the rubber 
in the elastic bands), but this is largely a 
throwaway. His Chinese chapters, how- 
ever, are classic. 

Anyone who has worked on the main- 
land is familiar with the banquets and 
drinking bouts, the young fixers willing to 
wed for a passport, the sweatshops, smok- 
ing, and on and on. Mr. Bennett provides a 
refreshing approach and keen eye for color. 
In Quanzhou, at a desolate factory turn- 
ing out four million garments per month, 
he begins his quest: “None goes to China. 
Not a single bra. While the corporate West 
salivates over the Chinese market with its 
billion potential customers, the corporate 
Chinese salivate over the Western market 
with its billion actual customers.” 

From there he is off, invading facto- 
ries, getting lost in back alleys and seeking 
out cotton fields close to the Afghan bor- 
der. The cover and dumb title might make 
it easy for China watchers to ridicule, but 
they’re just jealous. E 
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A TASTE OF WATER 
by Malia Politzer 


T IS NEARLY one o’clock in the 
morning. According to traditional 
Korean Buddhist temple etiquette, 
the crack of the moktak—a fish-shaped 
wooden percussion instrument played by 
Korean monks to signal the beginning of 
their day—will awaken practitioners in ex- 
actly two hours for the morning medita- 
tion. Nodding off, I jerk my eyes back to 
the kong-an—a Korean Buddhist word play 
meant to facilitate contemplation—written 
on the tearoom whiteboard that has been 
the focus of my meditation for the past six 
hours. 

Snoring softly in perfect lotus position a 
few feet away from me is the head monk of 
the International Zen Center, Pohwa Sun- 
im. As I consider sneaking off to my small, 
windowless room for a quick nap, he snaps 
to attention. “Do you have the answer?” 
He demands. Sighing and shaking my 
head, I shift my focus back to the kong-an. 
Titled “Mount Surinam,” it is one of two 
kong-ans Mr. Pohwa challenged me to solve 
during my stay. The short sentence is print- 
ed in precise, deceptively neat black hand- 
writing, reading simply: “A student asks his 
master, ‘Not even a thought has arisen, is 
there still a sin or not?’ The master replies, 
‘Mount Surinam.” 

I find the exercise professionally exas- 
perating. It is difficult for me not to fixate 
on the poor sentence structure and gram- 
matical errors. I have to remind myself 
that this is not meant to be a literary exer- 
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cise, but a tool in the quest for attaining a 
higher state of being. It is not an easy task. 
Then again, I suppose, if finding enlight- 
enment were easy, everyone would have 
already done it. 

It is the final night of a week-long “tem- 
ple stay” at Seoul’s Hwa Gye Sa Interna- 
tional Zen Center, a program initiated by 
the Jogye Order of Korean Buddhism to 
encourage “the popularization and appre- 
ciation of traditional culture in daily life.” 
The standard temple- stay program ranges 
from one night up to one week, allowing 
visitors the opportunity to sample tradi- 
tional Buddhist practices such as sitting 
and walking meditations, Dharma talks, 
Zen chanting, tea ceremonies, lotus-lantern 
and traditional Buddhist bead making. Al- 
though the program is relatively new—the 
Korean government first opened temples 
in 2002 to provide extra beds for visitors 
during the World Cup—it has exploded in 
popularity. Originating with 17 participat- 
ing temples, the program has expanded to 
82 throughout South Korea, and in 2007 at- 
tracted 68,119 Korean and 13,533 interna- 
tional participants. 

The more than 500-year old Hwa Gye 
Sa complex houses the distinctly nontradi- 
tional International Zen Center—founded 
nearly 10 years ago by Seung Sahn Haeng 
Won Sunim, the first Korean Zen Master 
to teach in the West. Inspired by a vision 
that came to him while meditating, Sahn 
Haeng revolutionized traditional Korean 
Buddhism by moving it out from isolated 
mountain monasteries to the global com- 
munity—founding more than 100 centers 
in 30 countries around the world. In the 
International Zen Center—the place he 
would live until his death in 2004—he 
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created a place where people of all nation- 
alities, genders, and even religions could 
come together to practice and search for 
spiritual enlightenment. f 


ASSING THROUGH THE gates on 
P to the serene confines of the tem- 

ple grounds, it’s hard to imagine 
that the chaotic city streets of Seoul are 
only a 10-minute walk away. But on the 
third day of my visit the temple is bustling 
with visitors. It is the three-day holiday 
for Ksitigarbha Bodhisattva, a Bodhisat- 
tva who dedicated his life to helping oth- 
ers find enlightenment, and vowed not to 
achieve Buddhahood until “all Hells are 
empty.” From dusk until dawn, the deep, 
melodic drone of Buddhist chanting can be 
heard echoing across the grounds. 

Head monk Pohwa Sunim, dressed in the 
traditional grey, loose-fitting linen temple 
garb grins and tosses me a straw hat. “Are 
you ready to go?” He asks, walking away 
before I have time to respond. I have no idea 
where we are going. He leads me to arocky 
path parallel to the stream, winding up to 
the mountain. Today, it seems, I will be par- 
ticipating in a “walking meditation.” 

As I leap from rock to rock, struggling 
to keep up with Pohwa Sunim’s brisk pace, 
I query him regarding Korean Buddhism, 
Zen practice and the search for enlight- 
enment. Pohwa Sunim has only been the 
head monk of the Zen Center for a few 
months, having recently returned to Ko- 
rea after more than a decade in the United 
States. His vision for the Center is as revo- 
lutionary as that of his predecessors: He is 
commited to teaching traditional Korean 
Zen by drawing the wisdom of the “sages 
of the ages”—such as Jesus, Mohammed, 
the Dalai Lama and Ghandi. 

Pohwa Sunim is a complicated, contra- 
dictory character. Possessed of puppy-like 
enthusiasm and almost inhuman energy 
(’m later told he sleeps only three hours 
each night,) Pohwa Sunim is hardly the se- 
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rene, ascetic monk of the Western imagina- 
tion. Upon learning that J am an American 
journalist, he promptly recruits me to edit 
and rewrite the temple Web page. Despite 
an aura of naiveté and almost childlike op- 
timism for the potential of Zen Buddhist 
practice to achieve world peace, the mo- 
ment I ask a serious question about Bud- 
dhism, enlightenment or spirituality he 
instantly snaps into the very image of the 
serious, learned teacher in possession of 
profound and ancient wisdom. 

Traditional Korean Zen Buddhism, 
he explains, differs from other Buddhist 
disciplines in that it emphasizes “mind- 
to-mind” teachings rather than on the 
scriptures and doctrines of Buddha—leav- 
ing practitioners free to tap the wisdom 
from many different faiths. “All religions 
are searching for the same thing, he says. 
“They are searching for enlightenment. 
Each religion has dug its own well—look- 
ing for the water at the bottom. Sometimes 
they are so deep inside their well, they 
can’t see all the wells others are digging, or 
that the water is the same.” The practice of 
Zen, according to Powha Sunim, is a way 
to bridge this divide—a method individu- 
als, regardless of their religion, can draw 
upon in their own “search for water.” 

Part of the Chogye Order of Buddhism, 
the International Zen Center aims to help 
people “find water” by allowing them to 
participate in every aspect of the monk’s 
life—a life that I find to be much more 
challenging than J had anticipated. For ex- 
ample a given day begins at 3 a.m. with the 
crack of the moktak. Fighting an almost 
overpowering desire to go back to sleep, I 
roll off my bed mat, and put on the tradi- 
tional temple garb: loose-fitting grey linen 
pants, shirt and sash. I join the others in 
the main meditation hall, find a mat and sit 
half-lotus, waiting for the next crack of the 
moktak, which will signal the beginning of 
an hour-long “sitting” meditation. 

Such meditations are not for the feint 
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of heart. Although we sit on cushions, the 
posture quickly becomes extremely un- 
comfortable. My lower back aches, the 
muscles around my hips and thighs begin 
throb, and while I manage to stay awake, 
my right leg does not. The next crack of the 
moktak signals the 108 bows—a vigorous 
exercise meant to cleanse the body of bad 
karma—followed by chanting, and than an- 
other hour of meditation. By the time we 
are done with this meditative marathon, it 
is barely 6 a.m.—breakfast time, to be fol- 
lowed by chores and more meditation. 

And this is a light day. Pve come in the 
off-season, having just missed the intensive 
spring retreat. Although the temple is open 
year-round to visitors and participants, the 
focus of the program is on Kyol Che, “Tight 
Dharma,” one of the most significant an- 
nual activities for Buddhist monks. From 
between 21 to 90 days during the summer 
and winter, monks and nuns spend a mini- 
mum of 10 hours each day in meditation. In 
more traditional temples, this sacred time 
is restricted to those already sworn to the 
order. Nuns and monks rarely interact, be- 
longing to separate temples and orders, and 
laypeople are not permitted to participate. 
But the International Zen Center is more 
inclusive, allowing laypeople from around 
the world to participate in Kyol Che; in fact, 
this is the busiest time of year. 

Mu Sang, a French-born former emer- 
gency room nurse who took the vows of a 
Buddhist nun more than eight years ago, 
tells me that meditating for 10 hours a day 
is perhaps the least strenuous version of 
Kyol Che. There are even more rigorous 
meditations—some will only be allowed 
three hours of sleep a night for month, 
eating just enough to keep them alive. 
More advanced monks and nuns will not 
lie down to sleep at all. These activities are 
meant to rid practitioners of worldly at- 
tachments, such as sleeping, eating, and 
in some cases speech and human contact, 
enabling them to better focus on how to 
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achieve the elusive, ultimate spiritual 
transformation—enlightenment. 

Sometime in the middle of the week, I 
notice a change in myself. Although sitting 
meditation still feels like a chore most of 
the time, once in a while I lose all sense of 
time, possessed of a feeling of peace so com- 
plete I hesitate even to breathe too deeply 
for fear of losing it. I begin to understand 
why so many have chosen to give up previ- 
ous, more “successful” careers to take the 
vows to become nuns and monks. Wak- 
ing up at three does not bother me as it did 
before—I feel more present, more able to 
separate myself from the endless rattle of 
deadlines, plans, bills, etc. Perhaps this is a 
taste of enlightenment? I ask Sunim, and he 
says probably not. How does a person know 
if they’ve achieved enlightenment, then? I 
want to know. Is it gradual or does one sim- 
ply snap into it? He smiles and says, simply 
“What is the taste of water?” 

A glance at the temple’s participants il- 
lustrates the range of people searching for 
the answer to this question: Home to inter- 
national monks and nuns from countries 
ranging from the Czech Republic, France, 
and Russia to Singapore and China, the In- 
ternational Zen Center demonstrates a re- 
markable trend: While Buddhism is being 
supplanted in South Korea by Christianity 
as the fastest growing religion, interest in 
Buddhism is spiking in Western countries. 
Buddhism is the third-fastest growing re- 
ligion in the United States and the fastest 
growing in Australia. To what can we at- 
tribute such interest? “People, in their 
busy lives, are hungry for meaning,” Sunim 
Powha suggests. He has observed a particu- 
lar rise in interest among American youth— 
educated twentysomethings. 

Determined to solve the kong-an before 
I catch my plane home the next day, I fo- 
cus back on it. Suddenly, I have an answer. 
I tentatively explain it to Sunim Pohwa. 
He smiles widely. “Now you have a taste 
of water.” Li 
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Taipans Read FEER 


AFTER MANY YEARS of watching Amazon 
in vain, we finally found a copy of “Noble 
House” on DVD. Apparently it just came 
out, as it is prominently displayed at HMv 
in Hong Kong. First aired on U.S. televi- 
sion in 1988, the eight-hour miniseries is a 


pretty good take on the 

_ territory in the 1980s. 

REVIEW _ Not having read the 
p r i book, we can’t say how 
~~ | faithful it is to James 
€ Clavell’s original, but 
-it has good production 
- values, not to mention 
|. Pierce Brosnan and 
| some other fine actors. 
` The juxtapositioning 
within a few days of sev- 
eral real-life disasters—the fire in the Aber- 
deen floating restaurant, a Mid-Levels high 
rise falling down, and a jockey trampled to 
death on the track—gives the impression 
that Hong Kong was once a thrilling, if dan- 
gerous, place indeed. In one episode, John 
Rhys-Davies playing the evil taipan Quillan 
Gornt, can be seen perusing the Feb. 5, 1987 
issue of the Far Eastern Economic Review. 
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Oleaginous Cuisine 


TT RECENTLY RECEIVED a press release 
from Japan’s Oki Electronics that hence- 
forth the company’s employee canteen in 
Tokyo will do double duty as fuel suppli- 
er to its fleet of diesel trucks. The leftover 
oil and grease from the kitchen will be 
converted into biodiesel. While this may 
seem like a worthy effort to reduce depen- 
dence on hydrocarbons, decrease carbon 
footprint, etc., there is an obvious ethi- 
cal objection: Doesn’t this incentivize the 
company to serve ever greater proportions 
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of greasy food to its employees? It seems 
that the workers’ coronary arteries will be 
among the victims of the latest oil shock. 


Plug for Dunhill 


SALLY LO MBE, chairman of the Hong Kong 
Cancer Fund and one of Hong Kong’s great 

and good, recently sent out an email to sup- 
porters with an apology. It turns out that the 

Fund’s new prostate-cancer awareness cam- 
paign’s corporate sponsor was unsuitable: 

“Tt was brought to our attention that Alfred 

Dunhill, who we regard as a luxury brand 

of clothing and accessories, is also linked 

to the tobacco industry.” Quelle horreur! 

Moreover, luxury-brands group Richemont 

owns both 30% of BAT as well as the Dunhill 

brand. It also produces Cartier, Van Cleef & 

Arpels, Piaget, Vacheron Constantin, Jae- 
ger-LeCoultre, iwc, Panerai, Montblanc, 
Chloe, Shanghai Tang, Baume and Mercier, 
Lange & Sohne, Lancel, Montegrappa and 

Purdey. So if Hong Kong taitais are boycot- 
ting brands associated with Dunhill ciga- 
rettes, they may find themselves with few 

baubles to play with. 


Irony Alert 


IN MAY, THE REVIEW won two honorable 
mentions at the Society of Publishers in 
Asia (SOPA) annual dinner. But it was amus- 
ing to find that, in an event run by report- 
ers and editors, a major typo crept in: The 
banner on stage proclaimed the “2008 
Awards for Editional Excellence.” There 
but for the grace of God go I, we editions 
were thinking. 


Contributions to Travellers’ Tales can be emailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales. 
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The process of creative destruction, Joseph Schumpeter wrote, is “the essential fact 
about capitalism.” The old is destroyed by the new and improved. But it is an essential 
fact that the Chinese leadership is unwilling to accept. Beijing's response to rising 
energy prices—the most pressing economic issue of our time—suggests that it has no 
intention of changing course anytime soon 
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All of Burma Is a Prison By Min Zin a 

Much has been written about Cyclone Nargis and the failure of Burma's military junta 

to respond adequately. But what of the hundreds of political prisoners held in Burma, 

many in the areas hardest hit Dy the storm? When Cyclone Nargis ravaged Burma in WHHL A YO 
the late night hours of May 2, it did not spare political prisoners. The notorious Insein u - 
prison, where hundreds of political prisoners (including my brother) are locked up, was a4 

one of the hardest het places in Rangoon 
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So they finally did it On May 4 the finance ministers of 13 East Asian countries agreed 
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to protect regional currencies against speculative attacks and provide countries in crisis 
with liquidity. Of the funds, 20% are to be provided by the 10 Asean members and the 
remaining 80% by the “Plus Three” countries (China, Japan and Korea) 
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Indonesia's Violent Orthodoxy By Richard Kraince 


On June 1 thugs involved with an Indonesian militia known as the Islamic Defenders 
Front (FP1) assaulted peaceful demonstrators at a rally promoting inter-religious 
tolerance at Indonesia's Nationa! Monument in Central Jakarta. Dozens of civil society 
activists were injured as Isiamic extremists—ciad in white to insinuate piety —attacked 
unsuspecting activists with bamboo rods 
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ANWAR LIBERATES 
MALAYSIAN POLITICS 
Colum Murphy, deputy edi- 
tor of the REVIEW, says Anwar 
Ibrahim’s return to parliament 
will yield benefits to the peo- 
ple of Malaysia, even without 
a change in government. 
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A THAILAND 
RIVEN By POLITICS 
Bertil Lintner, a free-lance 
writer based in Thailand, re- 
ports from a tense Bangkok, 
where antidemocratic forces 
have taken to the streets to 
ouster Prime Minister Samak. 
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Ji 5 INDONESIA STUMBLES 

OVER FAITH PLURALISM 
Simon Montlake, a free-lance journalist based 
in Bangkok, finds optimistic cadences in Indo- 
nesia’s recent Ahmadiyah controversy, seeing 
in it the birth pangs of greater pluralism rather 
than a descent into intolerance. 


19 


PRESSURE BUILDS ON 
SINGAPORE’S SYSTEM 
Hugo Restall, editor of the RE- 
VIEW, shows how the People’s 
Action Party’s authoritarian 
model is coming unraveled be- 
cause of rising inequality and a 
more educated population. 


DON’T BET ON 
THE YUAN 
Calla Wiemer, a long-time spe- 
cialist on the Chinese economy 
and holder of an economics 
doctorate, explains the yuan is 
unlikely to appreciate as quick- 
ly as commonly assumed. 




















TAX AND SPEND, 

BUT Not Now 
Stephen Green, Standard Char- 
tered Bank’s Head of China 
Research, advises that any pro- 
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jected fiscal stimulus package 
would be premature and possi- 
bly even counterproductive. 


3 ] AFTER DOHA: 
PROTECTIONISM CREEP 
Razeen Sally, director of the 
European Center for Inter- 
national Political Economy, 
warns against nascent trade 
protectionism in the region and 
discusses its consequences. 


INDIA’S OLYMPIC 
REALITY CHECK 


36 


Sadanand Dhume, a fellow at the Asia Soci- 
ety in Washington, D.C., explains how Indians’ 
view of their country has become dangerously 
unhinged from the reality of a still backward 
and corrupt polity. 
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MORE POLITICAL 
WOES FOR PAKISTAN 

Kamal Siddiqi, editor with The 
News in Pakistan, discusses 
the possibility of political and 
economic instability following 
this September’s presidential 
elections. 


DEMYSTIFYING CHINA’S 
ENERGY WARS 

Leland Miller, a New York at- 
torney working on energy af- 
fairs, traces Beijing’s struggle 
to create a centralized energy 
authority in the face of rising 
prices and wayward actors. 








PYONGYANG OFF THE 
HOOK AGAIN 

Bruce Klingner, a North Korea 
expert at the Heritage Foun- 
dation, discusses Pyongyang’s 
continued failure to keep its 
word and the U.S.’s weak ac- 
quiescence to such behavior. 





CHINA’S START-UPS 
GROW UP 
Xiang Bing and Teng Bing- 
sheng, both of Cheung Kong 
Graduate School of Business in 
Beijing, argue that a third gen- 
eration of Chinese businesses is 
emerging on the global stage. 
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| from the E D I T O R 


HE ONGOING TURMOIL in Thailand as we went to press has 
unsettled investors and locals alike, as it seems the country is 
in a downward spiral to becoming ungovernable. Conserva- 
tive forces are trying to get their way by essentially saying that if they 
can’t force their way back into power, they will make it impossible for 
the government and economy to function. This is a terrible prospect for 
Thais. As Bertil Lintner writes in this issue, even the army is divided on 
whether to support the protest movement intent on exorcizing the spirit 
of former Prime Minister Thaksin Shinawatra from Thai politics. 

Nevertheless, the root cause of the conflict is the emergence of new 
forces, cultivated by the populist Mr. Thaksin, intent on challenging the 
power of the palace, boardroom and barracks. His success was made 
possible not only by democracy, but also the trend across the region and 
the world toward a flattening of political culture. The institutional lay- 
ers that separated the elite from the grass roots are fading away. 

The more rapid and direct transmission of information drives this 
process, which allows more people to take an active role in politics. 
The Internet gets most of the credit in developed countries, but across 
much of Asia it is the humble mobile phone that has been more trans- 
formative. This has the potential to be immensely positive in the fight 
for great government transparency and accountability, but as Thailand 
shows, it can unleash populism, and spur entrenched vested interests 
to desperate acts to preserve their power, 

Colum Murphy and Paul Mozur describe how a similar, albeit so far 
less violent, process is tearing down the patronage network that the 
United Malays National Organization used to rule the country since in- 
dependence. Anwar Ibrahim, a politician with the talent to run circles 
around the ruling coalition, is of course accelerating the process. But for 
a long time it has been possible to discern the scent of decay that hangs 
around the ruling coalition. Much the same thing is happening in Japan, 
as Prime Minister Yasuo Fukuda succumbed to the inevitable, unable to 
hold the Liberal Democratic Party’s own coalition together. 

Only in Singapore is the old order frozen in place. But even here the 
contradictions are growing, as I found last month by talking with mem- 
bers of the opposition. My own essay looks at how the lower classes have 
become increasingly restive over rising inequality. A mix of carrots and 
sticks has kept dissent under wraps, but the arrogance and elitism of the 
PAP combined with its unwillingness to alter the economic model which 
holds down wages, is setting the scene for a future showdown. 
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What ‘People’s Victory’? 


ANWAR IBRAHIM’S VICTORY was expect- 
ed, a foregone conclusion. 

Permatang Pauh has been the strong- 
hold of Anwar’s family since the 1960s— 
first his father, then Anwar himself, his 
wife, and now back to him. Would you call 
that the victory of the people? 

Jumping parties or crossing over is 
nothing new in Sabah politics. It happened 
several times before. Trying to rope in 
enough MPs from the Barisan Nasional to 
form a new government, Anwar’s ambition 
to become the new premier could at best 
be short lived. Some PAs stalwarts would 
never relegate themselves to be led by the 
nose. If their demands for power and po- 
sitions are not met, PAS is likely to be the 
first to pull out from the coalition. 

The current political situation in Ma- 
laysia is disgusting if not nauseating. In- 
stead of serving the needs of the electorate 
and focusing on how to improve the stan- 
dard of living, the politicians prefer to in- 
dulge themselves in useless bickering and 
pathetic squabbles, wasting precious time 
and money. 

Isn’t that flabbergasting? 


Venze Chern & Tan Boon Tee 
Kuala Lumpur, Malaysia 
via FEER.com 


THE FAR EASTERN ECONOMIC REVIEW wel- 
comes letters to the editor sent via fax to (852) 
2503-1530, by email to letters@feer.com or by 
post to GPO Box 160, Hong Kong. Submissions 
must include the author’s full name, address and 
daytime contact numbers. The REVIEW reserves 
the right to edit letters for length and clarity. 


Give China a Break! 


THERE IS NO need for Gordon Chang 
(“Olympic Fatigue” posted August 15, 
2008) to pick on small skirmishes and 
overexaggerate minor protests. Give Chi- 
na some breathing room, please. 

Even if 30,000 people decide to attend a 
protest, that number still only constitutes 
a tiny and insignificant fraction of China’s 
total population of 1.35 billion. Nowadays, 
demonstrators in other parts of the world 
often turn up in the millions—just look at 
what has happened in Taiwan, South Ko- 
rea and Thailand. And even then, the im- 
pact could still be negligible. 

Writers ought to focus their attention 
on more pertinent and practical issues. 

Tan Boon Tee 
Penang, Malaysia 


Touche 


BERTIL LINTNER’S JULY/AUGUST 2008 
article “Temple Furor Exposes Delicate 
Ties” stated that Angkor Wat belonged to 
Thailand twice: first in the period before 
1907 and again during the Thai occupation 
of northwestern Cambodia during World 
War II. In fact, although the city of Siem 
Reap became one of the Thai provinces 
during the war, Angkor Wat was in a ter- 
ritory that was under the sovereignty of 
French Indochina. 


Sitthiphon Kruarattikan 
Bangkok, Thailand 
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Anwar Liberates 
Malaysian Politics 


Whether Anwar Ibrahim becomes Malaysia’s next prime minister 


or not, Malaysians are already seeing the benefits of political com- 


petition as entrenched parties are forced to rethink policies. 


by Colum Murphy 


AN G S ell 7 ied 


FTER WAITING A decade to 
re-enter parliament, Anwar 
Ibrahim is in a hurry to be 
Malaysia’s next prime min- 
ister. Fresh from his im- 
pressive victory in the Aug. 26 by-election 
in Permatang Pauh in the state of Penang— 
where he won two-thirds of some 47,000 
votes cast—the 6l-year-old former deputy 
prime minister has set Sept. 16 as a target 
for grabbing power from Prime Minister 
Abdullah Badawai and his ruling coalition, 
Barisan National. 

Few expect him to meet this ambitious 
deadline. Yet with a bit more time, Mr. An- 
war’s quest is within the realm of the pos- 
sible. The consequences of such a historic 
achievement have a far-reaching impact 
on Malaysian society—the United Malays 
National Organization has enjoyed a 50- 
year stranglehold on power. A new gov- 
ernment under Mr. Anwar might better 
reflect the diversity of the country in terms 
of ethnicity, religion and political views. It 
is not hyperbole to say it could represent 





the dawn of true political pluralism in Ma- 
laysia. Further, if Mr. Anwar delivers on 
his promises of better governance and 
clean politics, Malaysians could see their 
flagging economy soar to heights similar 
to those enjoyed in the years leading up to 
the Asian financial crisis of 1997. 


Not So Fast 


GREAT EXPECTATIONS, INDEED, and per- 
haps a somewhat unfair burden to place on 
the shoulders of Mr. Anwar. This is espe- 
cially true given the considerable personal 
and political obstacles in Mr. Anwar’s path, 
The pressing concern is the latest sodomy 
charge. Mr. Anwar has denied having sex 
with a male aide and alleges the charge is 
politically inspired—which the government 
denies. A poll released in July by the Merde- 
ka Center, an opinion research firm, sug- 
gests two-thirds of Malaysians share Mr. 
Anwar’s assertion. Proceedings will begin 
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this month. If found guilty, in addition to 
going to jail, Mr. Anwar could lose his seat 
in parliament and be banned from politics. 
Were this to happen—and in the absence of 
an alternative political leader of Mr. An- 
war’s stature—all talk of a sweeping over- 
haul of Malaysia’s political system would be 
put on hold. That’s not to mention the pub- 
lic outcry that would surely arise if a guilty 
verdict were handed down. That was the 
case in 1999 when Mr. Anwar was first con- 
victed for corruption and sentenced to a six- 
year prison term. In 2000, he was charged 
with sodomy and given an additional nine- 
year penalty. He was freed in 2004 when 
the sodomy conviction was overturned by 
Malaysia’s Federal Court. With this latest 
charge, the prospect of Mr. Anwar going 
back to jail seems too remote—or too de- 
pressing—for him or his supporters to give 
it serious thought. Instead, the euphoria 
from last month’s by-election victory is still 
there and the afterglow from the March 
elections, where opposition parties enjoyed 
unprecedented success at the polls 
remains, encouraging Mr. Anwar to press 
ahead and tackle other challenges. 


Consolidate First 


IT’S THE EVENING before the Per- 
matang Pauh by-election and Mr. 
Anwar is supposed to be taking 
a brief rest at his cam- 
paign headquarters’ be- 
fore heading to two 
rallies, planned for that 
night. Instead, he greets a 
steady stream of visi- 
tors: relatives, friends, (. 
a local delegation from ~ 
alliance partner Parti 
Islam se-Malaysia, or PAS. 
Nearby an aide speaks loudly 
on a cell phone to a journal- 
ist, trying to quash yet anoth- 
er political rumor about Mr. 
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Anwar circulated perhaps by his political 
rivals. Finally, I am summoned into his dis- 
patch. Two weeks of intensive campaigning 
have clearly taken their toll on Mr. Anwar. 
Tired and gaunt, his voice is barely audible. 
Yet he is clear as to what his immediate pri- 
ority will be after the by-election that was 
triggered by the resignation of his wife, 
who held the seat after 1999, “Consolidating 
the coalition,” he said, with a brief flash of 
enthusiasm. 

Mr. Anwar’s Parti Keadilan Rakyat, or 
National Justice Party, together with pas 
and the mainly ethnic Chinese Democratic 
Action Party, form the opposition alliance 
Pakatan Rakyat, or People’s Alliance. In the 
March general elections, Pakatan won 82 
of 222 seats in the federal parliament, and 
at the state level its parties now govern five 
of the 13 states that make up Malaysia. BN 
candidates won the remaining 140 seats. 

To achieve his goals, Mr. Anwar first 
needs to ensure his coalition allies are hap- 
py. His coalition looked vulnerable earlier 
this summer when pas engaged in talks 
with UMNO, Mr. Anwar’s former political 

party and current political en- 

emy. Analysts now say it’s un- 

likely that PAS and UMNO can 
i E overcome intense ri- 
valry to forge a polit- 
ical partnership. Yet 
fault lines within the 
Anwar alliance remain. 
A report in Malaysia’s 
the Star newspaper said 
the Pakatan leader came in 
for criticism from some 
pas members in mid- 
August “who [were] 
unhappy with his ‘sec- 
ular’ politics.” For now, 
Mr. Anwar is manag- 
ing these potential 
flash points, but it 
seems reasonable to ex- 
pect that pas, and the 
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DAP for that matter, sooner or later will de- 
mand some form of payback in return for 
their support thus far. 

Consolidation also means he needs to 
swell his alliance’s ranks by at least 30 
members of parliament to gain control of 
the government. The question is: where to 
find enough pliable “frog men” willing to 
jump from the Bn’s ship? One place Mr. An- 
war is looking is East Malaysia, to the states 
of Sabah and Sarawak. “There is a strong 
sense of alienation and marginalization be- 
tween these states and the central govern- 
ment,” explained Mr. Anwar, which has left 
them on the fringes of development. “Un- 
less something is done to help, they will 
continue to have major grievances.” Mr. 
Anwar intends to do that something. 


Next Stop Borneo 


OFFERING A HELPING hand to East Malay- 
sia also makes for shrewd politics. The two 
states together account for 55 seats held by 
the BN—30 in Sarawak, 25 in Sabah. Of the 
25 in Sabah, 14 are UMNO seats and 11 be- 
long to other BN parties. That East Malay- 
sians feel marginalized isanunderstatement. 
Sabah seems particularly aggrieved—with 
many there openly disdainful of Semenan- 
jung Malaysia, or Peninsular Malaysia. “I 
hate Malaysia,” a young ethnic Chinese 
man told me one recent night in Kota 
Kinabalu, the state capital. Many Sabah- 
ans view the federal government in Putra- 
jaya as a leech, sucking revenues from the 
resource-rich state, Roughly the size of 
Ireland, Sabah is Malaysia’s largest pro- 
ducer of palm oil and cocoa, and a major 
producer of rubber, timber 
and plywood, crude oil and 

gas. Most oil and gas 
revenues go to the 
central government 
with Sabah receiv- 
ing just 5% in royal- 


ties. James Chin of S Le 
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the School of Arts and Social Sciences at 
Monash University’s Malaysian campus 
said many in Sabah consider the royalty 
level an “insult” and consider the federal 
government’s transfers back to the state in 
the form of economic development insuf- 
ficient. A common refrain goes: how come 
Sabah was once the richest state and is 
now the poorest? According to Hiew Keng 
Chiu, DAP MP for Sabah, electricity cover- 
age in Sabah is only 62%, compared to 92% 
in neighboring Sarawak and 98% in Pen- 
insular Malaysia. “Why are we so far be- 
hind?” he asked. 

Sabahans see themselves as distinct 
from West Malaysians. Racial composition 
in the state is different from Peninsular 
Malaysia where Malay, Chinese and Indi- 
an are the dominant races (in that ordern. 
In Sabah, indigenous ethnic groups, the 
largest of which is the Kadazandusun, ac- 
count for around one third to 40% of the 
state’s population, given in the govern- 
ment’s Ninth Malaysia plan at around 3.1 
million. (Due to the large presence of ille- 
gal immigrants in Sabah, population esti- 
mates vary widely.) The different ethnic 
profile in Sabah is especially significant 
when religion is factored in. Among the 
Kadazandusun, for example, Christianity, 
mostly in the form of Roman Catholicism, 
is the main religion. 

This sense of apartness is underscored 
by history. Peninsular Malaysia—then 
known as Malaya—gained independence 
from the British in 1957. Six years later, in 
1963, Singapore, Sarawak and Sabah to- 
g. gether with Malaya 
came together to form 

the Malaysian federa- 
tion (Brunei de- 
clined to take part). 
As a result, many in 
Sabah consider 
their state as an 
important and 
; equal partner in 
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the creation of modern Malaysia. As such, 
its people should be treated with respect 
and not ignored like country-bumpkin 
cousins, as is often the case, they claim. 

It wasn’t always like that. In order to 
recognize the special status of Sabah and 
Sarawak, the federal government agreed 
to the “20 points,” giving special rights to 
the states, including recognition of greater 
autonomy for Sabah and Sarawak. Since 
then, the 20 points have been diluted over 
time almost to the point of being forgotten. 
Until recently, that is. The agreement—or 
the spirit of it, at least—is making a sur- 
prise comeback to the national political 
agenda now that the difference gap in 
terms of federal parliament seats between 
the ruling and opposition coalitions is so 
narrow. “Sabah and Sarawak have never 
been able to decide the outcome of the fed- 
eral government. Now suddenly they are 
kingmakers,” said Monash University’s 
Mr. Chin. Sabah’s grievances have become 
hot topics, as both Pakatan and the BN 
scramble to address concerns. 

Mr. Anwar has been quick to recognize 
the opportunity presented by such griev- 
ances. The possibilities (aides don’t like 
the word “promises”) discussed include: 
granting a greater number of political 
posts to Sabahan and Sarawakian politi- 
cians and civil servants; increasing royal- 
ties on oil and gas to 20% from the current 
5%; and transferring greater autonomy for 
economic development from the federal 
government to the state governments in 
Kota Kinabalu and Kuching. There has 
even been mention of appointing an addi- 
tional deputy prime minister to be filled by 
someone from East Malaysian affairs. 

So far none of the Sabahan members of 
parliament that belong to the BN coalition 
have officially declared their willingness 
to cross over, preferring instead to adopta 
“wait-and-see” approach. Only Yong Teck 
Lee, president of the Sabah Progressive 
Party, or SAPP, has come out most forcibly 
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for Mr. Anwar. “We would support a 
change in leadership. After 50 years of 
UMNO hegemony, the atmosphere in Ma- 
laysia is very stifling,” he said, adding that 
Prime Minister Abdullah must go because 
“he is not paying attention to Sabah.” 

Earlier this year, SAPP initiated an un- 
precedented no-confidence vote against the 
prime minister. (It must be said that Mr. 
Yong, who is a former chief minister for 
Sabah and no longer has a seat in parlia- 
ment, is being investigated for corruption 
by Malaysia’s Anti-Corruption Agency ac- 
cording to reports in Malaysian Business 
magazine. Mr. Yong denies any wrongdoing 
in connection with the investigation. ACA 
could not be reached for immediate com- 
ment.) 

Politics in Sabah, however, have long 
been characterized by divisiveness and in- 
fighting. Even Mr. Yong’s SAPP is said to be 
split on the issue of joining Mr. Anwar’s 
ranks, forcing Mr. Yong to remain coy about 
his party’s next steps. “We are neither with- 
drawing from the BN, nor are they expelling 
us,” he said. In the meantime, the ruling co- 
alition seems intent on finding ways to 
thwart Mr. Anwar’s poaching plan, includ- 
ing, Mr. Yong said, devising ways to “divide 
and rule the sarr.” “It’s like a slow cooker,” 
he said. “They slowly steam you.” 


BN Fights Back 


MR. ANWAR’S CHANCES of taking power 
will be just as much influenced by how the 
government responds. In Sabah, and else- 
where, the BN is fighting back, but will ef- 
forts be enough to keep the coalition afloat 
and regain popular support? 

The initial response from the BN seems 
to be to throw money at the problem. In 
Sabah, for example, the government recent- 
ly has granted the state an additional one 
billion ringgit Gust under $300 million) in 
funds. Each of Sabah’s parliamentary con- 
stituencies has also been granted one mil- 
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lion ringgit “special allocation.” A similar 
grant of around 400,000 ringgit has been 
earmarked for each state-assembly mem- 
ber. The federal government has also an- 
nounced plans to set up a special committee 
tasked with addressing another thorny 
problem in Sabah—illegal immigrants said 
to number around 150,000 people. 

On the national level, the government’s 
2009 budget proposal, which was present- 
ed to parliament on Aug. 29, also offered 
generous spending increases. If approved, 
that would push Malaysia into deficit to the 
tune of 4.8% of cpp—greater than the 3.1% 
originally envisaged. 

But few feel these moves are aggressive 
enough to win back public confidence in 
the Abdullah government. Deeper re- 
form—starting with UMNO, the main party 
in the government coalition—is needed. In 
a speech to the Bankers Club Luncheon 
Forum on July 15 this year in Kuala Lum- 
pur, Tengku Razaleigh Hamzah, a senior 
UMNO leader and former finance minister, 
outlined the challenges. According to a 
transcript of his address, a lack of democ- 
racy within the party; failure to develop 
policies that transcend race; and arro- 
gance and corruption were behind the 
party’s abysmal performance in the March 
general elections. 

In the absence of meaningful reform, 
UMNO faced destruction, possibly “plung- 
ing the nation into a spiral of decline,” he 
said. Mr. Razaleigh, who wants Mr. Abdul- 
lah to resign, intends to challenge the prime 
minister for the presidency of UMNO in up- 
coming party elections slated for December 
this year. Mr. Abdullah has already an- 
nounced he will step down in 2010, trans- 
ferring power to his deputy, Najib Razak. 


Listen to the Rakyat 


SHORTLY AFTER HE won the by-election in 
Permatang Pauh last month, Mr. Anwar 
was quick to declare a “People’s Victory.” 
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Irrespective of whether this is true in the 
usual sense of a “sweeping to power” of a 
new government or not, the truth is that 
Mr. Anwar’s saga has already resulted in 
benefits for the rakyat, or the people of 
Malaysia. The very fact that the country 
has for the first time in its history a viable 
opposition under a charismatic leader will 
have important, positive consequences. 
“It’s definitely a step forward. People have 
broken through the ‘fear threshold’ and 
now feel they can make a difference,” said 
Khoo Boo Teik, an associate professor at 
the Universiti Sains Malaysia’s School of 
Social Sciences in Penang. “The most im- 
portant benefit will be that it pluralizes 
the political system,” he said. 

Such a benefit may not be as abstract as 
it seems. Like many people around the re- 
gion, Malaysians are grappling with the 
prospects of an economic downturn. A re- 
cent UBS report estimates consumer prices 
to increase by 5.2% in 2008, up from 2% 
last year. With an export-to-GppP ratio of 
around 25%, the investment bank de- 
scribes Malaysia as one of the most ex- 
posed economies to the global downturn. 

Underlying the short-term economic 
factors are more deep-seated problems. If- 
zal Ali, chief economist at Asian Develop- 
ment Bank, said Malaysia’s investment 
climate is probably worse now than before 
the 1997 Asian financial crisis. Over the 
years since, “Issues of governance, corrup- 
tion and political uncertainty have all tak- 
en avery heavy toll,” he said. 

With the emergence of a truly plural- 
ized political system, Malaysians can ex- 
pect greater scrutiny of government and 
its institutions. The result should be a 
stronger government with better policies 
that closer match the needs of the people. 
There is much work to be done, and under- 
standably, Mr. Anwar views his role as 
spearheading efforts from within the 
prime minister’s office. Yet even as head of 
the opposition, much can be achieved. WE 
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A Thailand 
Riven By Politics 


by Bertil Lintner 





HAILAND’S POLITICAL 
future could not look more 
uncertain as the crisis that 
that’s gripping the country 
has reached a point of no 
return. Prime Minister Samak Sundaravej 
has made it clear that he is not going to re- 
sign, nor dissolve the elected parliament. 
On Sept. 2, he even declared a state of emer- 
gency after pro-and antigovernment groups 
clashed in the streets of Bangkok, resulting 
in at least one death and dozens injured. 

At the same time, his opponents in the 
People’s Alliance for Democracy continue 
to besiege and occupy government build- 
ings in Bangkok and have vowed more ac- 
tion, including labor strikes and the airport 
blockades, to force Mr. Samak to quit. The 
noble Thai art of compromise seems to have 
given way to a state of unprecedented con- 
frontation and divisions in society. 

The anti-Samak demonstrations began 
in May and were carried out on an almost 
daily basis until the pap in late August 
launched a massive and some would argue 
even militant “do-or-die” campaign to 
bring down the government. But despite 
criticism from his opponents and accusa- 





tions of being aggressive and belligerent, 
Mr. Samak, according to most neutral ob- 
servers in Bangkok, has—at least so far— 
shown remarkable restraint. An initial 
order to clear Government House—his of- 
fice—of demonstrators was never imple- 
mented. Force was not used to disperse PAD 
sympathizers, who for three days blockad- 
ed three airports in the south, including 
those at Phuket and Krabi, two popular 
tourist destinations. 

Arrest warrants have been issued for 
nine PAD leaders on charges of insurrec- 
tion, unlawful assembly and refusing or- 
ders to disperse, but all of them remain at 
large. And, so far, the army has not been 
called in to restore order. As the REVIEW 
went to press, there were even few signs 
that the state and emergency regulations 
were being enforced. Antigovernment 
demonstrators continued to occupy the 
ground around Government House, al- 
though more than 20 police trucks were 
parked not far from the area. 

Mr. Samak may be well aware of the 
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grim reality that excessive use of force 
could further polarize the Thai nation and 
make it even make it even more difficult to 
find a solution to the crisis. But something 
has to be done before the economy begins 
to suffer; the protesters have threatened 
to shut down more rail services and even 
the electricity supply. So far, the Thai baht, 
has remained stable, although it has been 
slipping on an almost daily basis against 
the dollar, the yen and some other curren- 
cies. Investor confidence, which already is 
low, is bound to deteriorate even further 
the longer the turmoil continues. 

It is also becoming clear that the con- 
frontation is not only about opposition to 
former Prime Minister Thaksin Shinawa- 
tra, who was ousted in a bloodless coup in 
September 2006 and subsequently banned 
by the authorities from politics and his 
Thai Rak Thai party dissolved. Mr. Thak- 
sin’s TRT won landslide victories in the 
2001 and 2005 elections, challenged old 
elites and urban middle classes, which led 
to sharp divisions in Thai society. He was 
also accused of corruption and abuse of 
power, while he remained popular espe- 
cially in the countryside because of almost 
free health care, generous support to vil- 
lage-development schemes and other pop- 
ulist policies. Only 10 days before the Sept. 
19, 2006 coup, Gen. Prem Tinsulanonda, 
president of the Privy Council, had told the 
Bangkok Post that the nation is sacred and 
Mr. Thaksin had split the nation. 

In February of that year, the PAD was 
formally established, and then brought to- 
gether various interest groups whose low- 
est common denominator was opposition 
to the then Mr. Thaksin government. Its 
then five-person central committee con- 
sisted of media tycoon Sondhi Limthong- 
kul; Chamlong Srimuang, a former Bangkok 
governor and retired major-general with 
strong links to factions in the military; so- 
cial activist and long-time pro-democracy 
campaigner Piphob Dhongchai; state enter- 


prise labor leader Somsak Kosaisuk; and 
Somkiat Pongpaiboon, an academic. 

Their rallies in 2006 led to military in- 
tervention in politics and the ouster of Mr. 
Thaksin. But the government the coup 
makers installed, led by former army chief 
and privy councilor Surayud Chulanont, 
failed to live up to the expectations of 
many in the anti-Thaksin movement. Thai- 
land was not “purged” of Mr. Thaksin’s in- 
fluence, although he was in exile in London 
and China for 17 months. TRT was disband- 
ed, only to be resurrected in the shape of 
Mr. Samak’s People’s Power Party (PPP), 
which won the elections in December 
2007. In February, Mr. Thaksin returned 
to Thailand, and the pap, which ceased its 
activities after the coup, was re-estab- 
lished in March. Demonstrations began on 
May 25 at the Democracy Monument in 
Bangkok to protest a proposal to amend 
the constitution in a way the PAD thought 
would benefit Mr. Thaksin, and perhaps 
pave the way for his return to power. 

But even if that had been the thought 
behind the proposed amendment, Mr. 
Thaksin’s chances of once again being at 
the helm of the nation were thwarted 
when, in July, he went on trial for corrup- 
tion. On July 31, his wife Pojaman was 
found guilty of tax evasion and sentenced 
to three years in jail. The couple was al- 
lowed to leave the country to attend the 
Beijing Olympics, but did not return. They 
continued to London, where they still re- 
main, and the Supreme Court issued arrest 
warrants against both Mr. Thaksin and his 
wife for failing to appear in court; Mr. 
Thaksin has not been convicted. 

The former prime minister is now a fu- 
gitive from justice, and nothing short of a 
miracle could bring him back into politics. 
Meanwhile, all his assets in Thai banks—to- 
taling around $2.2 billion—have been fro- 
zen by the courts. Evidently in financial 
trouble, on Sept. 1 he sold the pride of his 
portfolio, the Manchester City football 
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club, to the Abu Dhabi United Group for 
Development and Investment. 

A Bangkok-based analyst argues that 
the departure of Mr. Thaksin has left a 
power vacuum, and brought the confronta- 
tion beyond the question of the former 
prime minister’s role in Thai society and 
politics. As various interest groups scram- 
ble for power and influence, the military 
has apparently become divided into pro- 
and anti-Pap camps, which has made the 
situation potentially even more explosive. 

Given what happened after the last one, 
another coup is not a 
very likely scenario. In 
late August, Gen. Anu- 
pong stated, “The army 
will not stage a coup. 
The political crisis 
should be resolved by 
political means.” But, 
given the volatile situa- 
tion in Thailand today, 
a military intervention cannot be totally 
ruled out. 

One possibility is a royal intervention, 
similar to that during the 1992 crisis, when 
King Bhumibol Adulyadej summoned Mr. 
Chamlong—then also a leader of the pro- 
tests—and General Suchinda Kraprayoon, 
the nonelected prime minister they were 
protesting against, and told them to halt 
the confrontation. Mr. Suchinda subse- 
quently resigned and Mr. Chamlong, at 
least for a while, later retreated to an or- 
ganic farm and a “leadership school.” 

Another scenario is that the demon- 
strations fizzle out. It may be hard for the 
PAD to maintain the momentum much lon- 
ger, especially as support for the move- 
ment among the middle class in Bangkok 
appears to be dwindling. The storming of 
a television station, and other militant acts 
including an attempt to take over police 
headquarters in the capital, have been 
condemned even by groups which, in the 
past, were critical of Mr. Thaksin. In Au- 
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gust, a poll conducted by Bangkok Univer- 
sity showed that 68% of respondents in 
the capital disapproved of pan’s siege of 
government buildings. 

But if the demonstrations do not peter 
out, it is quite likely that the pro-govern- 
ment camp may mobilize its supporters 
against the pap. Smaller, pro-government 
rallies have been held in Bangkok recent- 
ly and they did clash with the pap in the 
morning of Sept. 2. It is also well-remem- 
bered that a 1,000-strong group of people 
armed with knives and wooden clubs in 
July attacked a pap ral- 
ly in Udon Thani, in 
the northeast of the 
country. More clashes 
in the capital are pos- 
sible if the pro-govern- 
ment rallies grow 
bigger and the partici- 
pants bolder. 

Finally, it is still 
possible that Mr. Samak may have to re- 
sign and call fresh elections even without 
a royal intervention, A caretaker govern- 
ment, led by a neutral, senior statesman, 
could then take over until those are held. 
But that would only bring the situation 
back to square one. Ppp in one shape or an- 
other is very likely to win. This is perhaps 
the reason why the pap, despite its name, 
has publicly declared that it is not in favor 
of a one-man-one-vote system. The PAD ar- 
gues that “Western-style democracy” 
gives too much weight to the rural major- 
ity, which it considers unsophisticated and 
susceptible to vote-buying. Instead, the 
PAD wants the country to be ruled by an 
assembly of whom only 30% would be 
elected and 70% appointed from various 
professions. 

Thai politics have entered a dangerous 
phase where anything could happen. But 
whatever happens, Thailand is likely to be 
marred by political instability for the fore- 
seeable future. W 
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Indonesia Stumbles 
Over Faith Pluralism 


by Simon Montlake 


DV GeO 


INDING AN ISLAMIST ideo- 
logue in Jakarta, a low-rise 
city of traffic tailbacks, 
mosques and malls, isn’t 
hard. As our car approach- 
es, Siroj Alwi is standing outside, mobile 
phone in hand, to wave us down. Smiling, 
he directs us to a parking spot opposite the 
narrow lane where he lives in a modest 
house with his wife and four children. My 
interpreter and I go inside, sit on a rug and 
are given bottled ice tea to drink. It’s time 
to talk religion and politics, the intersec- 
tion through which Indonesia’s path to 
modernity runs. 

Mr. Alwi is a founding member of the 
Islamic Defenders Front, or FPI, one of an 
array of cross-fertilized acronyms on the 
Sunni Islamist fringe. Its feared paramili- 
tary wing raids bars in search of immoral 
behavior and—say its detractors—payoffs 
for protection. Mr. Alwi, a portly man in a 
white tunic and moss-green sarong, denies 
that FPI vigilantes extort money. He says 
that its 37 branches have one million mem- 
bers, and several times that many support- 
ers among Indonesia’s Muslim majority 
(84% of 228 million people). 





Since 2005, Mr. Alwi’s antivice squad 
has found a new quarry to hunt down: fol- 
lowers of Ahmadiyah, a minor Muslim sect 
that it condemns as heretical. FPI militants 
have joined attacks on scores of Ahmadiyah 
mosques and community centers across the 
country. Some are closed down, their signs 
torn down. Others are torched by angry 
mobs. The objective is to drive the sect out 
of Islam and force its followers to repent. 
Until then, says Mr. Alwi, still smiling, “We 
want them to live in fear.” 

Five years after the Bali bombings re- 
vealed the long arm of al Qaeda on its east- 
ern flank, the ideological basis for such 
extremism remains intact, even though the 
terrorist network it spawned has mostly 
crumbled. Political parties espousing a con- 
servative Islamic polity hold a chunk of 
seats in parliament and are outpacing secu- 
lar rivals in some district elections. 

These victories have paved the way for 
the introduction of Shariah-based laws by 
local councils, notably in South Sulawesi 
and a satellite city of Jakarta. The semi-of- 
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ficial Indonesian Ulama Council (MUD has 
issued fatwas (religious edicts) against 
secular and liberal theology. Last year, 
Hizb ut-Tahrir, a secretive international 
movement that seeks to restore a global 
Muslim caliphate, attracted nearly 100,000 
people to a gathering in a stadium in Ja- 
karta, where they condemned democracy 
as un-Islamic. 

Among Western and Asian allies casting 
a nervous eye over the world’s most popu- 
lous Muslim country, such rumblings find 
aready, fearful audience. A decade after the 
fall of President Suharto sparked a chaotic 
lurch towards democracy, Islamist groups 
are fighting harder than ever for the souls 
of Muslim voters. Doomsayers have been 
tempted to conclude that they’re winning. 
Yet religious pluralism in Indonesia is far 
stronger than many appreciate and the Ah- 
madiyah controversy hardly signals its 
death throes. If anything, its recent after- 
math has shown that a sizeable majority of 
the country has no truck with Islamic vigi- 
lantism, whatever their personal faith. This 
is the message that should be taken to heart 
by the country’s leaders. 


A Constitutional Crisis? 


AHMADIYAH’S CORE BELIEFS dissent on 
whether Mohammed was the final proph- 
et, and Ahmadis believe their 19th century 
founder, Mirza Ghulam Ahmad, to be a 
Spiritual messenger or possibly another 
prophet. The sect has between 80,000 and 
400,000 adherents in Indonesia. For fun- 
damentalists like Mr. Alwi—and increas- 
ingly among mainstream Muslims who 
have learned about Ahmadiyah via the me- 
dia—such practices amount to blasphemy 
and should be outlawed. Liberal Muslim 
intellectuals and civil rights groups, how- 
ever, say the government should uphold 
religious freedom, as laid down in the con- 
stitution, and not pander to radicals. 

The Indonesian Constitution is not 


clear on who is right. Officially, there are 
six religions—Islam, Catholicism, Protes- 
tantism, Hinduism, Buddhism, and, since 
1998, Taoism. This allows the FPI to claim 
that they are upholding the constitution 
and that Ahmadis should form their own 
religion instead of twisting Islam. Yet con- 
stitutional restrictions frustrate Ahmadi- 
yah supporters, who cannot establish a 
new religion legally. What emerges is an 
intra-Islam clash similar to the Shia versus 
Sunni conflict in the Middle East. 

To force the government’s hand, Islamist 
organizations have employed a mixture of 
thuggish violence, backroom lobbying and 
public rallies. The campaign reached a cre- 
scendo on June 1, when FP! vigilantes at- 
tacked a march in Jakarta’s central square 
by pro-Ahmadiyah secularists, some of 
whom ended up in hospital. A week later, 
the government issued a decree on Ah- 
madiyah, a move that had been trailed for 
months but which was hastened along by 
the Fpi-led violence and threats of further 
street unrest. The June 9 decree didn’t ban 
the sect as radicals had demanded. Instead, 
it ordered believers to “cease all activities” 
that didn’t conform to mainstream tenets 
of Islam or face possible imprisonment. 
Government officials describe this as a 
compromise that puts a stop to unorthodox 
preaching but not individual worship, 
thereby protecting Ahmadiyah communi- 
ties and reducing intra-Islamic tensions. 

If only it were so simple. Ideologues 
seeking to expel Ahmadiyah from Islam 
see the decree as insufficient and toothless, 
while Ahmadiyah activists fear that it’s a 
legal step towards dissolution, and their 
secular defenders spy a nail in the coffin of 
religious freedom. By authorizing the de- 
cree, President Susilo Bambang Yudhoyo- 
no may have sullied his reputation as a 
strong centrist leader and betrayed the ex- 
tent of his reliance on Islamic coalition 
partners ahead of his 2009 re-election 
campaign. The decree is vague on how ex- 
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actly the law will be enforced and who 
keeps tabs on Ahmadiyah activities. That 
raises the concern that Fpi-led thugs will 
claim they are upholding the law by moni- 
toring the sect for any signs of unlawful be- 
havior. Nor is it clear who the Attorney 
General will turn to for expert advice on 
Ahmadiyah prosecutions. The Mut is hard- 
ly aneutral arbiter, as its conservative lead- 
ership is deeply embedded in the campaign 
to ban the sect. 

Yet the decree’s vagaries may prove to 
be its strength. The controversy’s shelf-life 
is diminishing, and it will drift in and out 
of the public eye as other issues snap at its 
heels, not least the inflationary pressures 
on food prices that will undoubtedly influ- 
ence next year’s election 
cycle, starting with par- 
liamentary polling in 
April. The decree also 
rests on a flimsy legal 
basis, which has prompt- 
ed lawyers for Ahmadi- 
yah to challenge both 
the edict and the decree 
in the Constitutional 
Court, further prolonging uncertainty. 

Moreover, militants have paid a price 
for their advocacy. The June 1 violence was 
flashed live on Tv screens and spurred po- 
lice, having failed to stop the attack, to raid 
FPI headquarters in Jakarta. The group’s 
Saudi-educated leader Rizieq Shihab is in 
jail, not for the first time, as prosecutors 
build a case against him. Beating up women 
and children in public in the name of reli- 
gious purity isn’t smart PR. A survey con- 
ducted after the incident by the newspaper 
Kompas found 85% of respondents were 
concerned that militant groups were ha- 
rassing places of worship. 

All this undescores a larger point. Ten 
years of rowdy democracy and Islamist 
scheming hasn’t destroyed Indonesia’s 
brand of religious tolerance. The handful of 
local jurisdictions that have passed Islamic 
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laws in recent years often face popular re- 
sistance to enforcement. In national elec- 
tions, secular parties easily outstrip Islam- 
oriented parties. In fact, many analysts 
believe that the so-called green faction in 
parliament will see its 30% share of seats 
shrink next year. 

This bloc is far from united and includes 
parties of varying shades of green. Some 
alarmists see the rise of the Justice & Pros- 
perity Party (PKs), which shares its politi- 
cal pna with Egypt’s Muslim Brotherhood, 
as asign of Islamic extremism infecting the 
body politic. In 2004, it polled 7% nation- 
ally and has been effective in forging coali- 
tions to win local executive seats. But the 
closer the PKS gets to power, the more it has 
had to temper its prud- 
ish platform and focus 
on bread-and-butter 
policy making. More- 
over, it hasn’t managed 
to build a rural base, 
nor is it likely to do so. 
That will brake its ex- 
pansion; some analysts 
say it has already 
peaked, after debacles like last year’s 
botched antipornography bill. But perhaps 
PKS is learning too: it has stayed aloof from 
the anti-Ahmadiyah campaign. Indeed, 
Mr. Alwi sniffs at the suggestion that the 
party is on his side. Of all the various Mus- 
lim politicians who went to visit Mr. Shi- 
hab in his jail cell after the police raid, not 
one from PKS showed up, he complains. 

Even if the rp1 has managed to recruit 
one million members—surely an exaggera- 
tion—its size would pale in comparison to 
that of Indonesia’s largest Muslim organi- 
zations, Nahdlatul Ulama and Muham- 
madiyah, which collectively boast 70 
million followers. Other Islamist groups 
are also marginal. In 2006, the Indonesian 
Survey Group, a respected polling agency, 
found that support for Islamist groups had 
dropped steadily for three years and only 
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2% of respondents were active in such 
groups, though even this figure is inflated 
by the inclusion of pxs in the list. 


Shape of Things to Come 


THIS DATA BRINGS little comfort, however, 
to victims at the sharp end of the Islamist 
stick. Three days after meeting Mr. Alwi, 
we drove into the lush volcanic folds of Suk- 
abumi in West Java. Rice paddies and tea 
plantations cling to the mountainside, be- 
low clusters of houses with orange tiled 
roofs. In one village, we went to find Asep 
Saefuddin, the leader of an embattled com- 
munity of 212 Ahmadiyah members. First 
we had to register with the local police, 
who insisted on accompanying us to the 
house. Mr. Saefuddin was reluctant to come 
to the door; we called his mobile and waited 
in the front room for him to emerge. A wall 
calendar displayed an image of Mirza Gh- 
ulam Ahmad and a message ‘Love For All, 
Hatred For None,’ 

Mr. Saefuddin is familiar with both 
emotions. In April, Islamist hardliners 
called a public meeting to denounce the 
sect and issue an ultimatum to desist from 
its practice or face consequences. Curious- 
ly, the police helped to pass on this mes- 
sage to him. Two days later, when an angry 
mob carrying clubs and sticks surrounded 
the sect’s mosque, the police were also at 
the scene. That didn’t stop the mob, some 
of whom wore ski masks and white robes, 
from torching the mosque and trashing 
the sect’s classroom. Who was behind the 
attack? Mr. Saefuddin, a soft-spoken re- 
tired bureaucrat, smiles wanly. “I don’t be- 
lieve it was my neighbors, they still treat 
us respectfully. It must be people from 
other villages,” he says. 

Village against village, neighbor against 
neighbor: this is the nightmare that nags at 
Indonesia’s sense of security. When society 
unravels, as it did in 1966-67 during an anti- 
Communist bloodbath, or in the sectarian 
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wars waged in the Maluku Islands between 
1999 and 2002, the fires are hard to put out. 
This is exactly the scenario that Mr. Yud- 
hoyono, a former Army general who prizes 
stability above all, wants to prevent by 
showing leadership on hot-button issues 
like Ahmadiyah. But his attempt to steer a 
path between the demands of Islamists and 
the defense of civil rights has disappointed 
some Western diplomats. They would like 
to see more robust policing of vigilantes and 
a rebuttal of extremist views, before the 
government wades into the theological 
minefield of Islamic doctrine. 

In the end, secularists and fundamen- 
talists in Indonesia agree on one thing: pol- 
itics is shaping the debate. Defenders of 
Ahmadiyah’s freedoms claim that groups 
like the FPI are proxy forces for wily politi- 
cians seeking to destabilize Mr. Yudhoyono 
and his centrist coalition. Others point out 
that senior military and police generals 
have close ties to these groups, which is 
useful for organizing protests. For their 
part, Islamists complain that the clashes in 
Jakarta on June 1 were manipulated by the 
government to distract from public dismay 
over rising fuel prices in Indonesia. Mr. 
Alwi says his group had set out to march 
that day against fuel prices, until the pro- 
Ahmadiyah rally was deliberately steered 
into its path. 

Such feeble complaints may not be 
enough to save the FPI from dissolution, 
given the public backlash against its thug- 
gish behavior. That won’t end the contro- 
versy over Ahmadiyah, but it’s a good start. 
Mr. Yudhoyono may also start to question 
whether pandering to Muslim extremists 
makes good electoral sense. His closest ri- 
val in next year’s race is former President 
Megawati Sukarnoputri, an avowed secu- 
larist. Defeating her candidacy will re- 
quire a broad coalition of parties and 
players. Ultimately, standing up for minor- 
ity rights in a country that prizes its toler- 
ance makes good political sense, too. (© 
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Pressure Builds on 
Singapore’s System 


by Hugo Restall 





URING THE NATIONAL Day 
festivities last month, Sin- 
gapore Prime Minister 
Lee Hsien Loong’s gloomy 
prognosis for the econo- 
my—a “bumpy year” ahead—was over- 
shadowed by even more dire warnings 
that the city state is about to start running 
low on its main resource, people. With an 
aging society and one of the lowest fertil- 
ity rates in the world at 1.29, the govern- 
ment is pulling out all the stops, doubling 
the budget of baby-making incentives to 
$1.13 billion. Meanwhile, in order to make 
Singapore a more tolerant and pluralistic 
place, political videos will be allowed, as 
well as protests in a downtown park. 

It’s all straight from the ruling People’s 
Action Party’s standard playbook. Play up 
the anxiety of a small nation beset on all 
sides, in need of a strong government to 
take positive action to avert disaster. Indi- 
vidual citizens who are failing to live up to 
the expectations of society need to be 
brought back into line. At the same time, 
leaders are willing to give those citizens a 
few of their rights back, as long as they are 
not used to undermine harmony. 





Since Mr. Lee took over the premiership 
in 2004, Singaporeans have been watching 
for any sign he plans to reform substantial- 
ly the authoritarian state created by his fa- 
ther, Singapore’s founding Prime Minister 
Lee Kuan Yew. So far there has been little 
indication that in his heart the prime min- 
ister is a liberal democrat. But the system of 
control is coming under increasing stress 
due to the changing structure of society. A 
process of subtle change will continue to be 
driven by pressure from below, rather than 
a change of heart at the top. 

Last month’s gestures far fall short of 
lifting what the opposition calls the climate 
of fear—past experience, such as the deten- 
tion of former Solicitor General Francis 
Seow in 1988, suggests that retribution for 
challenging the PAP can come in many 
forms, from bureaucratic harassment to de- 
tention without trial under the Internal Se- 
curity Act. The government is making a 
virtue out of necessity by lifting the 10- 
year-old ban on making or showing politi- 
cal films, and allowing political podcasts 
during election campaigns. Oppositionists 
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were successfully skirting the restrictions, 
so that they only served to hamstring the 
PAP’s own efforts to utilize online media. 
The opening of a protest area is a token ges- 
ture, which no doubt will be raised to de- 
flect international criticism the next time 
police arrest dissident politician Chee Soon 
Juan for illegal assembly. In that sense, the 
move suggested that Mr. Chee’s campaign 
of civil disobedience is causing some heart- 
burn within the regime. 

But the real problem is not Mr. Chee— 
the stressors on Singapore’s political ma- 
chine lie elsewhere. The pap’s legitimacy 
has always rested on its performance, 
backed by trust in the 
party. Given its chaotic 
past and neighbors, Lee 
Kuan Yew argued, the 
tiny country could not 
afford the risks associ- 
ated with liberal de- 
mocracy. In the past 
that argument was 
largely taken at face 
value by the Chinese 
working class, despite the experiences of 
other Asian nations that contradicted it. 
Today, however, there is more apathy than 
agreement. No one seriously questions the 
PAP’s track record of governance or probity 
of its top leaders, yet trust is giving way to 
resentment at the party’s arrogance. 

The main proof is in the erosion of the 
party’s share of the popular vote in elec- 
tions. In 2006, it hit 66.6%, down from 
75% in 2001, and 75.6% in 1980. In the past, 
opposition parties deliberately refrained 
from contesting more than half of the 
seats, since they found that while some 
Singaporeans wanted to cast a protest 
vote, they would not vote for the opposi- 
tion if there was any chance the pap would 
be thrown out of office. But in 2006, the 
opposition contest 47 of 84 seats, suggest- 
ing that the pap’s hold on voters’ loyalty is 
not as fearsome as before. 
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Why is this? For one thing, Singapor- 
eans are better versed in critical thinking. 
During the 1980s and ‘90s, people may have 
grown wealthy, but they remained politi- 
cally unsophisticated. Development hap- 
pened so quickly that it took decades for 
education levels to catch up. According to 
the government statistics, between 1990 
and 2005 the percentage of the population 
with a university degree grew to 17% from 
4.5%. That is matched by an even more dra- 
matic shift in individual age cohorts—in 
2005, 32.1% of 30-34 year olds had a univer- 
sity degree, as compared to just 6.6% of 50- 
54 year olds. The language spoken at home 
is now predominantly 
English, meaning that 
Singaporeans are in- 
creasingly able to learn 
about and interact with 
the outside world. 

Moreover, the PAP 
has pushed the econom- 
ic structure of the coun- 
try in a direction that is 
no longer win-win for 
all classes. A certain amount of economic 
inequality is tolerable as long as there is a 
sense that everyone’s lives are improving. 
But inequality and real hardship are on the 
rise, as inflation running at 6.5% erases the 
3.3% wage gains that the poorest tenth of 
the population enjoyed last year, even as the 
top tenth picked up an 11.1% increase in in- 
come. PAP loyalists control a lucrative web 
of government-linked companies, while 
ministers have also picked up big pay rises, 
since their salaries are indexed to the pri- 
vate sector, making them some of the 
world’s highest paid politicians. As for so- 
cial mobility, the top scholarships, which 
are a ticket into the elite, increasingly go to 
students from wealthy families that live in 
private apartments, rather than public 
housing. 

Despite this trend, the pap is unwilling 
to dismantle its policies of holding wages 


low in order to attract multinational com- 
panies to invest. This was a strategy born 
of necessity in the 1960s, when Singapore 
was short of capital and struggling to catch 
up with Hong Kong’s model of creating an 
export-oriented growth. Today it is eco- 
nomically obsolete, yet it suits the govern- 
ment politically because the combination of 
state-owned companies and politically qui- 
escent multinationals prevents the emer- 
gence of an independent commercial class 
that might push for political change. 

The result is atop-down economy which 
is running up against the limits of its capac- 
ity to drive growth. Without an entrepre- 
neurial class and successful home-grown 
companies, Singapore’s productivity 
growth has historically lagged behind that 
of its laissez-faire twin, Hong Kong. As Uni- 
versity of Chicago economist Alwyn Young 
showed in a 1992 paper, Singapore had one 
of the lowest returns on physical capital in 
the world. Its growth has been fueled by 
forced savings programs shoveling ever in- 
creasing amounts of capital into the fur- 
nace, rather than by innovation or 
managerial efficiency. 

Mr. Lee’s administration has found that 
the only way to defuse public dissatisfac- 
tion is to do something the Par consistently 
condemned as the hallmark of Western de- 
mocracies: Give away money. The govern- 
ment used to damn welfare as a dirty word, 
yet transfer spending is on the rise. This 
year, $2.1 billion in giveaways were planned. 
Then last month Mr. Lee announced a 50% 
increase, totaling $179.8 million, in utility 
rebates and “growth dividends”—cash pay- 
ments to households that started in 2006. 
The new prime minister has brought in oth- 
er social spending programs for the poor. 
For instance in the 2008 budget, the Min- 
istry of Manpower’s expenditure rose by 
184%, almost entirely due to anew scheme 
of workfare, the $306 million Income Secu- 
rity Policy Programme. 

The pressure for more entitlements will 
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only grow as retirees find that their savings 
do not provide enough of a cushion. The 
compulsory government-run Central Prov- 
ident Fund sucked up a huge percentage of 
income to finance the state’s development 
goals, but offered dismally low returns. As 
a result, many of the generation that built 
the Singapore miracle now finds itself ek- 
ing out aretirement in public housing while 
the government surpluses remain under 
the management of the Pap. 

Beside the carrot, there is also a stick. 
Starting in 1985, the pap began to warn vot- 
ers that if they supported the opposition, 
their government-built apartment build- 
ings would not get priority for mainte- 
nance. This was gradually refined to the 
point that in 1997, then Prime Minister Goh 
Chok Tong explicitly campaigned on the 
promise that individual precincts would 
get housing renovation spending according 
to their votes. When the U.S. State Depart- 
ment condemned this as undemocratic, the 
interference of foreigners was used as an- 
other rallying cry. 

Indeed, it seems that Singapore is in- 
creasingly cursed with the shortcomings 
of a democracy without enjoying the ben- 
efits. During the 2006 campaign, Prime 
Minister Lee inadvertently blurted out his 
fears of what would happen if there were 
more opposition members of parliament: 
“Instead of spending my time thinking 
what is the right policy for Singapore, I’m 
going to spend all my time thinking what’s 
the right way to fix them, to buy my sup- 
porters’ votes....” Putting aside the ominous 
sound of “fixing” opponents, the remark 
was ironic because the PAP now expends so 
much effort to buy the support of the pop- 
ulace with giveaways, all in order to avoid 
the transparency and accountability that a 
vibrant opposition would bring. 

Some younger Singaporeans with skills 
respond to this by voting with their feet, 
moving abroad to find greater freedom and 
a higher standard of living working with 
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the kind of entrepreneurial companies that 
Singapore has yet to create. In order to 
eventually win some of them back, the pos- 
sibility of recognizing dual nationality is in- 
creasingly discussed, a move that would 
represent a huge concession for a nation- 
building party that demands self-reliance 
and sacrifice of its citizenry. 

In the place of the émigrés, foreign 
workers are flooding in to man the facto- 
ries, docks and construction sites, as the 
government steadily opens the doors wider. 
Foreign workers already account for more 
than one million of the total population of 
4.6 million. Among the immigrants are tal- 
ented individuals like the Chinese table 
tennis players who provided the country 
with its first Olympic medal last month. But 
they lack the loyalty to the country that the 
PAP has put a premium on. 

If Singapore were a plural democracy, it 
would no doubt have developed an inde- 
pendent civil society capable of binding to- 
gether the native-born and immigrants, 
providing mutual support. But the pap and 
Lee Kuan Yew are like the African baobab 
tree, whose spreading canopy hogs the sun 
and prevents other trees from growing up 
underneath. Such a society may be easier to 
control, but it is also alienated and rootless, 
jealous of others’ gains—the oft-quoted na- 
tional characteristic, kiasu, literally means 
“fear of losing.” In a developed economy 
that depends on attracting and retaining 
creative individuals, this has become a sig- 
nificant handicap. 

The arrogance of the winners in society 
is becoming a major issue. The elder Mr. 
Lee’s ego is legendary, but given his accom- 
plishments it is perhaps understandable. 
When his minions take on similar airs, 
however, it is a different story. In one ex- 
treme example two years ago, a furor erupt- 
ed after the daughter of MP Wee Siew Kim 
used her blog to berate a man afraid of los- 
ing his job as “one of many wretched, un- 
dermotivated, overassuming leeches in our 
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country” who should “get out of my elite 
uncaring face.” To make matters worse, Mr. 
Wee tried to defend her remarks. 

Naturally the pap is aware of these 
trends and that its monopoly on power has 
become an important issue in itself. Over 
the years it has tried to come up with mech- 
anisms for citizens to register their com- 
plaints and blow off steam. The government 
no longer seeks to destroy all opposition, 
leaving alone and even praising those tame 
MPs who focus on constituents’ issues rath- 
er than the pap’s system of social control. 
Yet ultimately there is no solution to this 
problem, since the party is unwilling to 
share power in any meaningful sense. 

Asiege mentality has been the hallmark 
of Singaporean politics for four decades, of- 
ten with good justification given hostile 
neighboring governments to the north and 
south. Yet it is increasingly hard today to 
see how that anxiety can be justified and 
maintained. The generation now coming 
onto the political scene grew up in at least 
moderate prosperity, and may not be so eas- 
ily bullied into voting for the pap. It is eager 
to put down roots and create a civil society. 
So far the pap has finessed this aspiration 
without compromising its control. 

Prime Minister Lee can afford to be 
sanguine for now, with the security appa- 
ratus, corporatist economy and civil service 
all at his command. Yet if this economic 
downturn worsens, he will be confronted 
with a more difficult choice of whether to 
accede to demands for greater pluralism. As 
academic Michael Haas once wrote, 
“Whenever the public exercises the inde- 
pendence of thought that better education 
brings, ‘a danger to be nipped in the bud’ or 
some similar cliché is articulated as the ba- 
sis for repression.” It bears remembering 
that the laws like the Internal Security Act 
that have been used in past such exercises 
remain on the books. If pushed too hard, 
Lee Hsien Loong still has the means to 
prove he is his father’s son. i 
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Don’t Bet On 
The Yuan 


by Calla Wiemer 





UMOR HAS IT that hot mon- 
ey is betting on a sharp ap- 
preciation of the yuan. This 
anyway has been offered as 
an explanation for the ever 
greater leaps in China’s official reserve as- 
sets that can no longer be accounted for by 
the current-account surplus and net for- 
eign direct investment inflows. The ap- 
pearance is one of short-term capital 
coming in, but why would speculators be 
betting on a big-time revaluation? It doesn’t 
fit with macroeconomic fundamentals. 
The fundamentals lie with the domes- 
tic relationship between saving and in- 
vestment. The difference between the two 
is the trade imbalance, since saving not 
channeled into domestic investment be- 
comes a capital outflow and a capital out- 
flow is financed by export revenues not 
spent on imports. In a span of just 6 years, 
China’s national saving rate rose by a dra- 
matic 12 percentage points of gross domes- 
tic product, to 50% in 2006 from 38% in 
2000. From an already high level then by 
international norms, it went stratospheric. 
The investment rate was also high and un- 
til 2004 rose in tandem with the saving 





rate. During this stretch, the saving/in- 
vestment gap ran at a roughly stable 2.5% 
of cpp. Then the investment rate flattened 
out at around 43% while the saving rate 
pushed inexorably upward and corre- 
spondingly the trade surplus soared. 

My own research shows that most of 
the increase in the saving rate in the post- 
2000 period can be explained by China’s 
extremely high rate of app growth. When 
countries experience breakneck growth in 
income, consumption as a general rule 
does not keep up. Also contributing to the 
rising saving rate in the Chinese case is a 
falling dependency ratio which means that 
those in their income earning and saving 
years dominate the more consumption- 
oriented young and elderly. 

The pattern of rising saving rates during 
economic take-off is common among the 
successful economies of East Asia. Singa- 
pore, South Korea and Vietnam all saw 
their saving rates climb dramatically from 
low starting points early on. At its indepen- 
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SAVING AND INVESMENT SHARES IN GDP 
The gap flared open after 2004 
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dence in 1965, Singapore had a saving rate 
of just 10% of app. The rate rose to 46% by 
1984, then dropped during a recession, sub- 
sequently heading back up to over 50% be- 
fore the Asian financial crisis and the 
bursting of the tech bubble dragged it down, 
only to be followed by yet another rebound 
when growth resumed once again. Korea in 
the early 1970s had a saving rate in the teens 
that rose over the years to touch 40% in 
1988. The latest East Asian nation to enter 
the fast lane is Vietnam, which since 1990 
has seen growth at a pace second only to 
China’s worldwide. In connection with this, 
its saving rate rose to 30% from less than 
5% over a span of 15 years. 

At the outset of their growth take-offs, 
Singapore, Korea, and Vietnam all relied 
on capital inflows to sustain domestic in- 
vestment rates over and above low saving 
rates, and Vietnam does so still. Over time, 
as saving rose faster than investment, the 
gaps closed for Singapore and Korea and 
indeed in the case of Singapore eventually 
reversed sharply. Singapore now projects 
capital outflows far larger as a share of GDP 
than does China in consequence of a steep 
fall-off in domestic investment against 
continued high saving relative to GDP. 

The life-cycle theory of saving behav- 
ior serves to explain the rise in the saving 
rate in connection with rapid income 
growth. The premise of the theory is that 
consumption is smoothed over an individ- 
ual’s lifetime based on expected cumula- 
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tive income. When income growth 
accelerates beyond expectations, a dispro- 
portionate share of the increase is saved so 
that consumption is spread over the earn- 
er’s remaining lifespan. Moreover, those 
in their retirement years do not participate 
in the income growth spurt and hence 
maintain a consumption profile based on 
the lower income standards of their work- 
ing years. 

Factors specific to the Chinese case have 
amplified the saving response to an eco- 
nomic boom. The downsizing of the state 
sector and the shifting of productive assets 
including housing to private hands that 
took place in the late 1990s opened broad 
new vistas for household investment. Yet 
since China’s immature financial sector 
was not up to the task of channeling funds 
to meet these needs, households have had 
to sock away savings in order to self-finance 
their purchases. Meanwhile, profits soared 
in a state sector that was pared down selec- 
tively for monopolistic advantage and given 
a new lease on life through restructuring 
and reincentivizing. State sector profits, 
until recently, were entirely retained by en- 
terprises—there being no obligation to re- 
mit them to government owners and every 
reason for managers to hoard and reinvest 
in a quest to expand their own domains. Fi- 
nally, the precautionary motive for saving 
was boosted significantly as life beyond the 
iron rice bowl presented myriad threats to 
personal security. 

The growth surge that fueled the rise 
in saving post-2000 was stupendous be- 
yond even what official figures indicate. 
The official approach to measuring real 
GDP growth is a throwback to the planned 
economy. It is based on reporting by busi- 
nesses of output value for the current year 
expressed in both current year prices and 
the prices of a prescribed base year. The 
numbers supplied are likely to be off-the- 
cuff and rife with error. Fortunately, there 
is aready remedy for this problem. Nomi- 
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nal pP figures need simply be deflated by 
a suitable price index where such an index 
can be compiled from reported sectoral 
rates of inflation for primary, secondary, 
and tertiary industry. 

Real app growth numbers derived in 
this manner are revealed to be far more 
erratic than the official record would have 
it. The derived figures indicate the econo- 
my contracted by nearly 7% in 1989 as 
nominal growth plummeted while infla- 
tion remained high. The slowdown of the 
late 1990s was similarly much more severe 
than official figures let on. During this pe- 
riod the economy was beset domestically 
with massive lay-offs by state-owned en- 
terprises and downsizing in government 
employment, and internationally with the 
Asian financial crisis. Against this deterio- 
ration in growth, the rebound that accom- 
panied China’s entry into the World Trade 
Organization appears very strong indeed. 
Not only did the economy lift from a lower 
trough, it soared to a higher plateau with 
growth edging up to 14.2% in 2006. 

Growth of this order triggered the dra- 
matic increase in the saving rate. Then, 
when investment was administratively re- 
strained beginning in 2004 the trade im- 
balance gaped open. Rather than growth 
being slowed by the investment pull-back, 
sustained output increases were diverted 
abroad through exports. 

The exchange rate played a passive role 
in this story. The peg in place at the outset 
of the postmillennial growth surge dates 
essentially to 1994. Exchange-rate unifica- 
tion at that point established a rate that 
was in line with market forces, yielding a 
small, arguably prudent, surplus in the 
trade account (i.e., a small gap of saving 
over domestic investment). Indeed, in the 
wake of the Asian financial crisis a few 
years later the Chinese government made 
much of holding the line against pressure 
to devalue the currency. For a decade, the 
pegged exchange rate was a boon to trade 
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and investment because it provided stabil- 
ity, not because it distorted the market. To 
have prematurely revalued the currency 
would have choked off exports and stimu- 
lated imports at a cost of slower income 
growth and job creation. 

Until the 2004 juncture a peg at 8.3 
yuan to the dollar had been credible. With 
the sudden expansion of the trade surplus 
though, the exchange rate came under 
pressure. The Chinese government’s re- 
sponse to that pressure has been to move 
gradually away from a peg while develop- 
ing the institutional infrastructure 
for market-based exchange-rate determi- 
nation. This involves dismantling controls 
on currency trading and developing mar- 
kets for hedging instruments. In the con- 
text of a maintained peg and a saving rate 
shooting up beyond the domestic invest- 
ment rate, the Chinese central bank has 
been caught holding the bag. It must ab- 
sorb excess foreign-exchange inflows cre- 
ated by a widening trade surplus and 
strong private investment inflows. There 
was no deliberate policy stance to run up 
the trade surplus by leaps and bounds and 
accumulate massive foreign reserves. It 
just turned out that way given the existing 
peg and phenomenal growth in GDP. 

Growth momentum was sustained in 
part through a feedback loop to the U.S. 
economy. The accumulation of foreign ex- 
change reserves in China found its coun- 
terpart in a capital outflow to the U.S. The 
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inflow on the U.S. side tends to push up the 
value of the dollar which in turn under- 
mines U.S exports and boosts U.S. imports. 
This slows down the U.S. economy. The 
ready antidote to a threat of slowdown is 
monetary stimulus which the U.S. under- 
took in abundance and which found an 
outlet in rising U.S. asset prices. This made 
Americans happy to go on consuming. The 
bottom line was the U.S. kept growing and 
buying Chinese goods 
and China kept grow- 
ing and lending money 
to the U.S. For a while 
both sides enjoyed 
strong output growth 
and rising wealth. The 
problem, we found out 
belatedly, was that the 
U.S. financial system 
was not capable of allo- 
cating burgeoning investment funds effec- 
tively, and the fallout from that has spelled 
the end of the cycle. 

There are Chinese observers who 
blame U.S. monetary policy for the imbal- 
ances and the whole upward spiral which 
ultimately bore the seeds of its own col- 
lapse. And Americans of course blame 
China’s “artificially low” exchange rate. 
Actually, the forces were symbiotic and 
both sides enjoyed the boom times while 
they lasted. 

The inevitable slowing of China’s 
growth rate will by itself only gradually 
contribute to a decline in its saving rate. 
But there are policy measures that can be 
brought to bear with very substantial pros- 
pects for pushing consumption up and 
saving down, and these measures are 
worthwhile for intrinsic reasons as well. 
Such measures include: building up the so- 
cial welfare system; developing the finan- 
cial system; and absorbing profits from 
state enterprises in the fiscal budget. 

Increased fiscal spending on social 
welfare programs has an expansionary 
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impact and this at a time when the econo- 
my is already showing signs of rising infla- 
tion. This is where the exchange rate 
justifiably comes in. There is a role for cur- 
rency appreciation within the broader 
scope of macroeconomic policy now where 
there had not been one previously, in my 
view, strictly for purposes of reducing the 
trade surplus. In combination with expan- 
sionary fiscal policy used to stimulate do- 
mestic consumption, 
currency appreciation 
acts to divert resources 
out of tradable goods 
production (less ex- 
ports and import sub- 
stitutes) and into 
social-welfare service 


inflation is kept in check 
despite the increased 
fiscal spending. However, the appreciation 
called for in this context is modest and 
gradual, and as such should not be cause 
for any onslaught of speculative capital. 
In 5 years’ time, arebalancing of China’s 
trade account could well be achieved with- 
out recourse to much further appreciation 
of the yuan. All it would take to bring this 
about would be a reduction in the national 
saving rate to a level last observed as re- 
cently as 2003 when it stood at 43.2% of GDP 
given a maintained level of domestic invest- 
ment at the 2004-06 status quo. This is a 
plausible scenario. It rests on a combination 
of: a slowing of growth to below double dig- 
it levels; an acceleration in the implementa- 
tion of social welfare programs so as to 
stimulate consumption directly as well as 
to mitigate the precautionary motive for 
saving; and continued advances in financial 
sector development so as to free households 
of the need to save in order to finance lumpy 
consumption and investment expenditures. 
Appropriate policy programs are already in 
the formative stages and ready for broader 
ramping up. = 
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Tax and Spend, 
But Not Now 


by Stephen Green 





S CHINA’S ECONOMY slows, 
all manner of folk are going 
to start calling, loudly, fora 
big fiscal stimulus package 
from Beijing. Those who 
worry about unemployment will argue that 
it will create jobs. Those who work with 
low-income groups will ask for more subsi- 
dies. Those who run big infrastructure 
projects will jump on board looking for 
some nice, big, juicy contracts. And others, 
with U.S. Bush Administration’s rebate 
checks in mind, will think they can stimu- 
late private consumption with tax rebates 
and will talk that idea up too. Assuming we 
are heading for 8% to 9% app growth next 
year, and perhaps slower after, fiscal policy 
is going to become a huge issue for Beijing 
and everyone near it. Already, proposals are 
floating around Beijing for tax cuts and ex- 
tra spending. 

So, to prepare you for the onslaught of 
the fiscal debate, here are four things you 
need to know. First, it is too early for a fiscal 
stimulus package. Economic growth is cer- 
tainly weakening in China, but it is not col- 
lapsing, and inflationary pressures remain. 
Moreover, one should be responsible about 





calling for a fiscal package; it has a cost. 
Second, if one is worried about the state of 
the economy, then monetary policy is the 
first thing to change. Bank loans are still 
being controlled—the first thing to do to 
stimulate investment and even consump- 
tion would be to free them up. Third, when 
the time is ripe, the government is in a 
healthy position as far as its fiscal position 
is concerned—it has been running surplus- 
es in recent years and has a low debt to GDP 
ratio. Finally, the style of stimulus is very 
important—a massive set of infrastructure 
projects, like the late 1990s fiscal package, 
would have limited use. Moves to boost 
consumption are key now, although this 
will not be easy. Before explaining these 
statements, here is the current state of the 
debate in Beijing. 


Where We Are Now 


TALKS OF AN imminent fiscal stimulus 
package in recent weeks, involving tax 
cuts and new spending, have exaggerated 
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the imminence of that package, and mis- 
characterised the intention of the policies 
involved. 

First, on the revenue side, we are likely 
to see a series of tax cuts being rolled out 
over the next few months. However, these 
have been known about for a while and 
they are all much more to do with achiev- 
ing long-term social goals, rather than 
short-term stimulus. For instance, the val- 
ue-added tax experiment currently under- 
way in several provinces, which changes 
the point in the production process where 
the tax is levied from investment to the re- 
tail level, will be nationalised. The Minis- 
try of Finance reckons this could lead to 
reduced varT revenues in the order of 100- 
200 billion yuan ($14.7-29.3 billion). This 
reform has long been planned and would 
bring China in line with most other coun- 
tries. Second, the starting level for person- 
al income will likely be raised again, from 
the current 2,000 yuan ($293) a month, 
taking more low-income wage earners out 
of the tax base. This is part of trying to 
control post-tax income inequality. But 
given that many low-income wage earners 
do not pay tax anyway, the number of folk 
actually affected is unknown. Measures 
for small and medium sized enterprise are 
also rumoured, including those to increase 
the number of firms that pay lower rates of 
VAT, as are additional vaT tax rebates for 
exporters. Textile exporters have already 
got some. All these will likely happen and 
will have a mildly stimulative effect, but 
that is not their intention. 

Then there are the proposals for new 
spending. These are much more contro- 
versial and are uncertain. Some are calling 
the proposal a stimulus package designed 
to reflate a-slowing economy. Looking 
through the proposal as it has been report- 
ed, however, I prefer to view it as a collec- 
tion of measures that push “surplus” 
revenues towards various priority areas. 
The reported proposal is an additional 


spending package of 220 billion yuan 
($32.2 billion) for the second half of the 
year, equivalent to 0.7% of GDP, which is 
undoubtedly significant, and would mean 
the budget would likely come in roughly 
balanced for the year. 

The money is reportedly to be spread 
out over a number of areas, including so- 
cial security transfers and agriculture sup- 
ports, money which will likely be saved, 
rather than spent. The portion aimed at in- 
frastructure, 35 billion yuan ($5.1 billion), 
is a drop in the investment bucket—it is 
less than 0.5% of total fixed asset invest- 
ment last year. And a chunk of money is 
also going to science and technology, hard- 
ly a big job creator. Certainly the net effect 
will be stimulative, but not that much. In 
sum, the net effect of this extra spending 
on the economy, if approved, will be some- 
where in the region of 0.5% of app, but is 
likely to be spread out beyond 2008. 

Will the package pass? It is not clear it 
will. The Ministry of Finance, as conser- 
vative as any finance department any- 
where in the world, is worried about falling 
tax revenues, as well as the unexpected 
costs of the snowstorms and Sichuan 
earthquake. Some would like to retain the 
fiscal ammunition for later, a position I 
support, as explained below. Others, in- 
cluding the central bank, are still con- 
cerned with inflation, which such a 
package would exacerbate. At the same 
time, folk in Beijing are clearly worried 
about the slowdown, and so at some point 
something like this, or a more overtly 
stimulative-style package will pass. But 
one would say 2009 or even 2010, not this 
year. Here is what we think: 

© It is too early for a fiscal stimulus pack- 
age. Back in the mid-to-late 1990s, China 
faced the Asian Financial Crisis as well as 
serious home-grown problems, including 
the mass restructuring of the state-owned 
enterprise sector. Premier Zhu Rongji cut 
interest rates, but that did not seem to work. 
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BACK FROM THE BRINK? 


China’s fiscal and budget balances have shown sharp 
surpluses in recent years 
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So out went monetary policy, and in came 
fiscal policy. Government bond issuance 
was ramped up, to 2.7% of GDP in 2000 from 
0.7% of GpP in 1997 (net), large infrastruc- 
ture programmes were designed and, by 
our numbers, the total government deficit 
plunged to 2.2% of GDP in 2000, as the chart 
nearby shows. What was probably even 
more important was the mass of bank loans 
issued to projects backed by local govern- 
ments. Economic growth picked up again 
in the early 2000s, the fiscal programme 
was scaled back (net issuance was only 1.6% 
of GDP by 2005) and the budget eventually 
swung into surplus. Given that it apparent- 
ly worked last time, many economists will 
reach for the fiscal tap this time too. 

But patience is advised. Domestic de- 
mand growth is still there, even if it is 
slowing. Equipment imports look solid and 
there is still strong demand for bank loans, 
suggesting that the investment slowdown 
is caused more by the unwillingness of 
banks to lend, rather than any lack of in- 
vestment appetite from corporate China. 
While export growth has slowed, it has 
not collapsed. Consumption growth is 
likely weakening a bit with slower real in- 
come growth, though it fails to show up in 
the retail sales data, but again it is nowhere 
near the U.S. nightmare’s level. The offi- 
cial income data is awful, but wage pres- 
sures appear to still exist in manufacturing, 
a signal that employment is still growing. 
In sum, given 9.9% real DP growth this 


year and an 8.6% forecast for next, China’s 
economy has no need for stimulus at this 
point. 

A large stimulus package now would, 
more importantly, waste fiscal ammuni- 
tion that may well be needed in the future. 
When (or if) aserious slowdown appears— 
and here we are talking about growth 
heading below 8% at speed—then will be 
the time to seriously consider fiscal stimu- 
lus as an option. As Japan discovered in 
the 1990s, several stimulus packages 
rolled out over a few years can quickly do 
enormous harm to one’s overall fiscal po- 
sition. It is not a cost-free policy choice. 

æ Monetary policy is still useful. In the 
second halves of 2008 and 2009, monetary 
policy can still be used to provide some 
stimulus. It should be the first thing to 
reach for. Complete relaxation of the loan 
quota will likely lead to a significant up- 
swing in bank lending in 2009. Moreover, 
allowing the liquidity that has built up on 
the People’s Bank’s balance sheet to leak 
back into the commercial financial system 
will mean ample low-cost capital is avail- 
able. Even if the dreaded “hot” money 
starts to leave, it is difficult to imagine a 
liquidity crunch resulting in China’s bank- 
ing sector. Of course, at some point demand 
for those loans may dry up, and monetary 
policy may suffer the “pushing on a string” 
problem (i.e., banks want to lend but no one 
wants to borrow). Then it is time for fiscal 
policy. But for the moment, monetary pol- 
icy still has some juice. 

æ The government is in a strong fiscal 
position. China’s total official outstanding 
debt is low, an estimated 15.7% of GDP at 
year end 2007, and has been fairly stable 
at this level, despite large fiscal surpluses. 
This affords Beijing considerable scope to 
boost debt issuance. As far as external 
debt goes, China had $374 billion out- 
standing at year end 2007, butthe vast ma- 
jority of that was owed by corporates/and 
most of it was short-term trade-relate}y 
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debt, which is not too much to worry about. 
Only $153 billion was long-term debt, and 
only $35 billion of that was official Ministry 
of Finance paper (the rest of the long-term 
debt was issued by China’s banks), just 1% 
of GDP. Global markets would be very keen 
to welcome more official China debt. 

At the same time, the recent budget fig- 
ures are very healthy. Officially, China ran 
a 2007 budget surplus of 0.7% of GDP. As- 
suming no stimulus package gets rolled 
out this year, it is likely that the Ministry 
of Finance will run a similar overall sur- 
plus this year too, instead of the official 
forecast of a 0.8% of app deficit. This is be- 
cause, despite recent concerns about total 
tax growth slowing, during January to 
June 2008, the official budget balance was 
1.19 trillion yuan ($174.4 billion) in sur- 
plus, still up 45% year-on-year compared 
to that period in 2007. 

Add in social insurance receipts and 
spending and the surplus for 2007 rises to 
1.9% of app. There are now total accumu- 
lated social funds of 1.17 trillion yuan ($171.4 
billion) at the end of 2007, some 4.6% of GDP. 
This is an important development, as it puts 
some meat to the government’s promise of 
putting a long-term, reliable system of so- 
cial supports in place. However, the scale is 
still limited and public trust in these sys- 
tems is still low. 

% Support consumption as much as you 
can. As much as possible one hopes that 
this round of fiscal stimulus, when it 
comes, can be channelled into supporting 
consumption, rather than big infrastruc- 
ture projects. The easiest thing in the 
world would be to build more roads. But 
given the huge investment growth that has 
occurred in recent years, there will be di- 
minishing returns to infrastructure in- 
vestment in the next few years. 

Of course, some areas, such as railways, 
are clearly still in need of public invest- 
ment. But as much attention as possible 
should be given to ensuring the fiscal pack- 





age is oriented towards supporting the 
shift in the growth model, away from in- 
vestment, towards consumption. Much of 
any support given to the social welfare 
system will free up private income to be 
consumed rather than saved. What is 
needed is a “harmonious” fiscal stimulus 
package, as it were. 

Unsurprisingly, making sure the mon- 
ey is intelligently spent will not be easy. 
But there are some obvious starting points. 
Schools and hospitals in many areas would 
benefit from new facilities and refurbish- 
ment. One could increase teacher and doc- 
tor salaries—and indeed they should be 
raised. A newly minted doctor in Shanghai 
only earns around 18,000 yuan ($2,637) a 
year, a pitiable amount, which puts off tal- 
ented students from training. One could 
throw money at training courses for both 
professions. As noted above, it may also be 
worth expanding payments and the scope 
of the unemployment insurance system, as 
well as transfers to the dibao (low income 
household) system, which remain low, at 
28 billion yuan ($4.1 billion) in 2007. As in 
the U.S., the more that tax breaks and 
transfers go to those with a greater mar- 
ginal propensity to consume, the bigger the 
economic boost. But at the same time, the 
lessons learned from the rise of a depen- 
dency culture in the U.S. and Europe in the 
1970s-80s need to be taken account of. 

That said, the major need of the health 
sector probably lies not so much in more 
money, though that would help, but new in- 
stitutions. Introducing regulated competi- 
tion into the healthcare sector is key, for 
instance, though it is unclear to what de- 
gree the imminent new national healthcare 
plan will achieve this. If both the institu- 
tions and the money can be got right, 
though, the combination would be power- 
ful. Given that we have some time, folk are 
strongly recommended to consider best 
how to structure the stimulus package to 
maximise its support to the social side. Jaf 
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After Doha: 
Protectionism Creep 


by Razeen Sally 





HE WORLD TRADE Organi- 
zation’s Doha Round has 
collapsed, perhaps termi- 
nally. This predictable fail- 
ure reflects a much deeper 
malaise. Policies governing international 
trade and investment have become hope- 
lessly outdated. They are stuck in anach- 
ronistic 20th-century mindsets, 
institutions and regulations, increasingly 
disconnected from today’s business reali- 
ties. wro malfunction is symptomatic, but 
so is the profusion of commercially non- 
sensical preferential trade agreements 
(PTAS), agreements that (on the surface) 
offer free trade to members but (implic- 
itly) protection against non-members. 
Doha Round negotiations have been 
bogged down in obscure discussions on 
“special and differential treatment,” “aid 
for trade,” “special products” and “sensi- 
tive products” in agriculture, not to men- 
tion mind-numbingly complicated 
coefficients for cutting tariffs and subsi- 
dies—all a world away from commercial 
realities outside Geneva. PTAS, meanwhile, 
are creating a veritable mess of bureau- 
cratic regulations that threaten to compli- 





cate rather than simplify international 
commerce. 

These policy faultlines are found as 
much in Asia as elsewhere. East Asian 
countries that were traditionally active and 
supportive of the system in the GATT/WTO 
have been defensive in the Doha Round and 
distracted by the creation of PTAs. India 
continues to be obstructive. China stayed 
on the sidelines of the Round. Then, togeth- 
er with India, it blocked a final deal. Simi- 
larly, nearly all Asian players have been 
cooking “noodle bowls” of potentially 
trade-restrictive PTAs. Most damagingly, 
nondiscriminatory unilateral liberaliza- 
tion—the hallmark of Asian opening to and 
integration with the global economy—has 
slowed down. Overall, trade policy in Asia 
has swung within a decade from nondis- 
criminatory unilateral and multilateral lib- 
eralization to discriminatory PTAS. 

Five years of a “Goldilocks global econ- 
omy” provided cover for misguided trade 
policy in Asia and elsewhere. But worsen- 
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ing global economic conditions will expose 
the cracks left by a decade of both reform 
complacency and reform fatigue. Further 
postponing market reforms will be danger- 
ous and costly. It will slow down globaliza- 
tion’s advance and its spread of benefits. 
Worse, creeping protectionism threatens to 
unravel the historic market reforms of the 
1980s and ’90s. That would signal a retreat 
to a different era—the 1970s, which saw a 
disastrous combination of domestic market 
restrictions, beggar- 
thy-neighbor protec- 
tionism and stagflation. 

Why is trade policy 
in Asia not up to the 
challenge of containing 
emerging protectionist 
threats? And what must 
change to make policy 
relevant to real-world 
producers and consumers, and enable 
rather than hinder 21st century globaliza- 
tion? Five features merit consideration. 

First, the climate of ideas has shifted 
against market reforms since the heyday of 
the Washington Consensus in the 1990s. 
Joseph Stiglitz, Dani Rodrik and others 
have contested the benefits of trade and in- 
vestment liberalization in developing coun- 
tries, and argued in favor of interventionist 
industrial policies (which subsume trade 
and investment protectionism). Lawrence 
Summers, previously a stalwart defender of 
free trade, now advocates global harmoni- 
zation of tax and labor standards to protect 
vulnerable workers in the West. 

The skeptics are wrong. Historical and 
recent evidence suggests that countries 
that have liberalized and globalized strong- 
ly have grown faster and seen bigger in- 
creases in living standards for the broad 
majority than countries that have liberal- 
ized less or remained closed. The outstand- 
ing success stories are the “new globalizers” 
of East Asia~China most conspicuously. 
South Asia, especially India, is following, 
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though at a slower pace. Furthermore, se- 
lective industrial policies of the “picking 
winners” variety have an abysmal record 
across the developing world, and a ques- 
tionable one even in East Asia. Finally, 
“standards harmonization” is usually code 
for backdoor protection against exports 
from developing countries. 

Whatever the liberalization and global- 
ization skeptics say, there is much “unfin- 
ished business,” not least in developing 
Asia. While substantial 
liberalization has oc- 
curred, developing 
countries retain rela- 
tively high tariffs and 
nontarifftrade barriers, 
in addition to onerous 
restrictions on foreign 
direct investment (FDI), 
most prominently in 
key services sectors. At least as important 
are all manner of domestic regulatory bar- 
riers that keep business costs high, imped- 
ing foreign trade and investment as well as 
internal trade and investment. These “trade 
related” barriers—to opening and closing 
businesses, protecting property rights and 
enforcing contracts, hiring and firing work- 
ers, licensing restrictions, dilatory and cor- 
rupt customs administration, opaque and 
discriminatory product standards, rigged 
public procurement, cosseted state-owned 
enterprises—prevent countries from reap- 
ing the full benefits of globalization and 
spreading them widely at home. 

“Second generation” reforms are sorely 
needed to tackle these anticompetitive bar- 
riers, but they have hardly materialized. 
Regulations governing labor markets and 
the public sector are perhaps the most dif- 
ficult nuts to crack. This picture is reflected 
in most Asian developing countries’ bad 
scores in the World Bank’s “ease of doing 
business” rankings. That includes “Big 
Beasts” like China, India and Indonesia. 

Second, wro negotiations have been 
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drifting away from the realities of 21st cen- 
tury commerce, and in the direction of 
U.N.-style irrelevance. As the wTO-com- 
missioned Sutherland Report put it, “In re- 
cent years, the impression has often been 
given of a vehicle with a proliferation of 
backseat drivers, each seeking a different 
destination, with no map and no intention 
of asking the way.” 

The wro’s much expanded agenda goes 
deeper into politically sensitive domestic 
regulations. It is riven internally with inter- 
governmental divisions and buffeted exter- 
nally by protectionist interests and 
antimarket NGos. A bigger and more active 
developing country membership also makes 
it more difficult to find common ground. 
The traditional reciprocal bargaining mod- 
el—exchanging concessions over relatively 
simple border tariffs and quotas on manu- 
factured goods—does not work with com- 
plex regulations covering a wide range of 
goods and services. Consequently, the wTo 
has broken down as a negotiating mecha- 
nism. “U.N.-isation”—flatulent rhetoric, 
petty point scoring and political grand- 
standing—has replaced serious decision- 
making. All these structural problems have 
played into the miserable failure of the 
Doha Round. 

What should be done to get the WTO out 
of its rut? To begin with, the Doha Round 
should be scrapped. What was on the table 
was so full of exemptions and escape claus- 
es that only the Geneva circuit of trade ne- 
gotiators, academics and NGO junkies could 
understand the details. Even if outstanding 
issues had been settled, a resulting agree- 
ment would have been impossible to under- 
stand for businesses looking for foreign 
expansion. Pursuing such a largely com- 
mercially irrelevant deal would be a dis- 
traction from more important business. 

Attention should now switch to a post- 
Doha agenda. Above all, the latter should 
shift emphasis from liberalization to rules. 
Substantial multilateral liberalization is 


highly unlikely. At best, future WTO agree- 
ments will “bind” pre-existing liberaliza- 
tion measures, that is, lock them in legally 
and prevent protectionist reversal. But 
more important than extra multilateral lib- 
eralization is closing loopholes, safeguard- 
ing the principle of nondiscrimination, 
making trade procedures more transparent 
and user-friendly, and generally updating 
vital multilateral rules for stable and open 
international commerce. 

This presupposes a different, more dif- 
ferentiated kind of wro. The reality outside 
Geneva is that the Organization for Eco- 
nomic Cooperation and Development plus 
about 20 advanced developing countries ac- 
count for about 90% of world trade and FDI. 
They comprise about a third of the wro 
membership. From Asia, they include Ja- 
pan, China, India, South Korea, Taiwan, 
Hong Kong, the more developed Southeast 
Asian countries, Australia and New Zea- 
land. Within this outer core there is an in- 
ner core of “Big Beasts”: the United States, 
the European Union, and now China, India 
and Brazil. Both cores should come togeth- 
er in self-selecting “coalitions of the will- 
ing” to create stronger rules. Such opt-in 
coalitions would vary from issue to issue. 
They would cover elements of the Doha 
agenda. But they should also cover new 
rules to contain 21st century protectionist 
threats, such as trade-restrictive border se- 
curity measures, “carbon tariffs” to enforce 
climate-change policies, and foreign invest- 
ment restrictions in “strategic” sectors. 

The other two-thirds of the wro mem- 
bership (about 100 countries) account for 
10% or less of global economic activity. 
These countries have almost without ex- 
ception been archdefensive in the Doha 
Round. They should not be expected to sign 
up to new commitments, and should be giv- 
en a free ride—providing they do not block 
overall progress. 

Finally, the wro should adapt to a more - 
modest, politically realistic future. That 
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means an end to big trade rounds with high 
ambitions and expectations. It is better to 
think in terms of a serviceable multilateral- 
ism with limited, realistic means and ends 
rather than ambitious—but mostly flatulent 
and fluffy—“global governance.” 

Third, given the parlous state of the 
WTO, it is not surprising that governments 
have turned to Pras. These have spread like 
wildfire. About 400 have been notified to 
the wTo and over 200 are in force, with 
many more on the way. According to the 
Asian Development Bank, East Asia has al- 
most 40 PTAs on the 
books and over 100 PTA 
initiatives in total. If 
South Asia is added, 90 
PTAs have been conclud- 
ed as part of 198 initia- 
tives overall. 

Governments argue 
that PTAs take liberal- 
ization faster, wider and 
deeper than in the wro. But nearly all pras 
are “trade light,”—in the sense that they 
hardly liberalise trade—the deformed off- 
spring of foreign-policy driven, gimmicky 
initiatives bereft of economic strategy. They 
carve out politically sensitive sectors as 
well as crucial rules (e.g., on antidumping 
duties and agricultural subsidies). They 
barely advance on weak wro disciplines on 
domestic regulatory barriers. They deliver 
little, if any, net liberalization. Finally, PTAs 
get tied up in knots of overlapping, contra- 
dictory and restrictive regulations on rules 
of origin, tariff schedules, services and in- 
vestment—the “spaghetti-bowl” or “noo- 
dle-bowl” phenomenon. This is the 
emerging reality in east and south Asia, re- 
flecting what has already happened in oth- 
er developing country regions. It 
characterizes the pras of Japan, South Ko- 
rea, China, the members of the Association 
of Southeast Asian Nations and India. 

The new conventional wisdom in Asia 
is that region-wide PTAs are the answer—to 
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substitute for a stalled wto, and to clean up 
the noodle-bowl of overlapping bilateral 
PTAS. “Asean Plus Three”, “Asean Plus Six” 
and other regional initiatives fit this bill. 
These attempts at top-down regional eco- 
nomic integration are politically naive and 
thoroughly misguided—an open door to 
shallow conferencitis, another policy dead- 
end. Intra-Asian political and economic di- 
visions will prevent strong agreements 
from emerging: they are likely to be as 
trade-light as current bilateral pras. They 
will also add extra layers of discriminatory 
regulation. And they 
will distract attention 
from the core business 
of domestic reforms. 

Hence PTAs, wheth- 
er bilateral or regional, 
are not going to tear 
down the protectionist 
barriers that matter. On 
the contrary, a bewil- 
dering array of discriminatory regulations 
only adds to red tape and increases business 
costs. This makes no sense in a 21st century 
world of spliced-up cross-border produc- 
tion networks brought together in complex 
global supply chains. Companies plugged 
into global supply chains need simple, 
transparent, nondiscriminatory rules, not 
spaghetti-bowl complications that increase 
business costs. 

PTAs make more sound than sense, and 
are what some would call pure wind. Gov- 
ernments should be much more cautious 
with pras. They should also contain the 
damage to global commerce by simplifying 
and harmonizing rules of origin and other 
discriminatory provisions. 

Fourth, most recent trade and Fp1 liber- 
alization has come not from the wTo and 
PTAs but from a different source: govern- 
ments have taken down barriers unilater- 
ally, outside trade negotiations. This is the 
Nike strategy: “Just Do It!” or, as Mart Laar, 
the former prime minister of Estonia puts 
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it, “liberalize first, negotiate later.” In fact 
unilateral liberalization accounts for two- 
thirds of developing country tariff liberal- 
ization since the early 1980s. This stands in 
contrast to the severe limitations of the 
wo and PTAs. Indeed, trade negotiations 
overall are subject to diminishing returns. 

Nowhere has unilateral liberalization of 
trade and FDI been stronger than in East 
Asia. That is how countries in the region 
inserted themselves into global supply 
chains. China followed from the early 
1990s—well before it joined the wTo. In- 
deed, China today is what the United King- 
dom was in the second half of the 19th 
century: the unilateral engine of freer trade. 
This has had a powerful spillover effect 
elsewhere in Asia. It has prevented a rever- 
sal of liberalization post-Asian crisis, and 
spurred it elsewhere in east and south 
Asia—including India. To repeat, this has 
occurred outside trade negotiations. 

It is imperative that unilateral liberal- 
ization does not stall in dynamic Asia, and 
especially in China. Future global market 
reforms depend on it. Now the paramount 
challenge is to stimulate unilateral reforms 
of “behind-the-border” regulatory barriers 
to trade, FDI and the cross-border move- 
ment of workers. They lie deep in domestic 
policies and institutions. They are admin- 
istratively complex and politically very sen- 
sitive—hence much more difficult to 
liberalize than manufacturing tariffs. But 
bottom-up unilateral reforms are still a bet- 
ter bet than trying to remove barriers top- 
down through remote, lumbering 
international institutions. 

Fifth, there are several emerging pro- 
tectionist threats, now more dangerous 
with the end of benign global economic 
conditions. There will be a backlash in the 
West and in other developing countries 
against China’s and India’s advancing glob- 
al economic integration. There will contin- 
ue to be widespread resistance to migration, 
and to people moving across borders more 
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generally. Investment and energy national- 
ism are on the rise—note the increasing in- 
cidence of foreign-investment restrictions 
in “strategic” sectors. Price and trade con- 
trols are being used to combat food and fuel 
inflation. Initiatives to combat climate 
change are set to become the new trojan 
horse of protectionism. They are adding an- 
other layer to “standards protectionism” 
aimed at developing countries. 

Overall, it is time to make trade policy 
less of a foreign-policy plaything in far- 
away international institutions. Instead, 
trade policy should be hitched to domestic 
economic policy and its institutional frame- 
work. It has to be grounded in bread-and- 
butter domestic reforms, especially on the 
trade-related regulatory barriers that con- 
stitute a second-generation reform agenda. 
This is essentially a matter of unilateral ac- 
tion and competitive emulation among gov- 
ernments; something to be “initiated from 
below and diffused by example” as the eco- 
nomic historian David Landes has put it. 

Unilateral reforms are by no means a 
panacea. They are inevitably partial and 
patchy. Above all, they are no substitute for 
transparent, predictable and nondiscrimi- 
natory multilateral rules. The wro role, 
therefore, should be to assist unilateral re- 
forms with stronger multilateral rules, 
rather than misguidedly trying to drive lib- 
eralization “from above.” 

The challenge in Asia is to rediscover 
unilateral pro-market reforms at home 
and to help set the wTo on its legs again 
after Doha. That is the best trade-policy 
combination for 21st century globalization 
and the benefits that flow from it. Global- 
ization skepticism is not the answer. At 
worst it is Luddite protectionism; at best 
mercantilist old wine in new designer bot- 
tles. Going further with PTAs and discrim- 
inatory regional-integration initiatives is 
not the answer either. These threaten to 
hinder, not promote, Asia’s lifeblood of 
global economic integration. ii 
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India’s Olympic 
Reality Check 


What next for a country that boasts a homegrown space program, 


but cannot guarantee clean drinking water for its people? The gap 


between rhetoric and reality is becoming more jarring. 


by Sadanand Dhume 


OR THE WORLD’S second 
most populous nation, the 
undisputed show stealer of 
the Beijing Olympics was 
not Michael Phelps or Usain 
Bolt, Nastia Lukin or He Kexin. Rather, it 
was a bespectacled 25-year-old from the 
northern city of Chandigarh named Abhi- 
nav Bindra. On Aug. 11, Mr. Bindra edged 
out rivals from China and Finland to win 
the men’s 10-meter air rifle competition and 
take home India’s first ever individual gold 
medal at an Olympics, and the first gold of 
any kind since the men’s field hockey team 
triumphed in the boycott-scarred Moscow 
games 28 years earlier. 

Virtually overnight, Mr. Bindra be- 
came one of the most lauded figures in the 
country. The central government, at least 
eight state governments, the ministry of 
steel, and the Board of Control for Cricket 
in India, among others, showered him 
with cash awards ranging from 100,000 
rupees to 10,000,000 rupees ($2,300 to 
$230,000). Indian Railways awarded him 
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a lifetime pass to travel (first class, air-con- 
ditioned) on its trains. The budget carrier 
SpiceJet offered the same for its aircraft. 
Volvo India threw in a sedan. Dozens of 
Web sites, echoing Mr. Bindra’s mother, 
branded the Olympian the country’s most 
eligible bachelor. The national mood was 
perhaps summed up best by the fan who as- 
sured a Wall Street Journal reporter that, 
“by [the] next Olympics, India will be 
among the [United States] and China, on 
the top of the medal tally.” 

Mr. Bindra’s accomplishment is indeed 
laudable, and the country’s pride under- 
standable. Nonetheless, India’s Olympic 
performance—it ended the games ranked 
50th, behind Mongolia and North Korea—is 
also a metaphor for the chasm between its 
self-perception (and projection) and any 
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; reasonable measure of its achievements. 
With a booming economy and stable politi- 
cal system, India is unquestionably stron- 
ger than before, a fact reflected by its 
growing clout on the world stage. But when 
looked at more closely—or compared with 
its putative rival, China—a less flattering 
picture emerges. 

India boosters tend to tom-tom its sta- 
tus as the world’s largest democracy, but 
they ignore the parlous state of its demo- 
cratic institutions. In terms of development, 
India boasts homegrown programs in space 
exploration and nuclear power; at the same 

t time it struggles to provide its people with 
electricity, sanitation and drinking water. 
And though there’s no question that soar- 
ing growth rates have dented poverty, the 
fact remains that nearly two decades into 
India’s economic reforms the gap with Chi- 
na, in productivity and per capita income, 
is growing rather than shrinking. 

Unlike most poor countries, India can 
claim Nobel laureate economists and 
Booker Prize-winning authors. At the 
same time, 50% of Indian women are illit- 
erate, a higher percentage than in Laos, 
Cambodia or Myanmar. As an idea, India 
stands for secularism and affirmative ac- 

. tion for the historically downtrodden. In 
practice, this translates into competitive 

—»_ sectarianism and a crude quo- 

ta system in education that 

devalues merit. 

In short, India’s consid- 
erable accomplishments tend 
to cloak its equally glaring 
weaknesses. An inward- 
looking culture and a 
taste for fantasy pre- 
dispose middle class 
Indians and the na- 
tional media to see the 
country’s future in 

terms of an inevitable 
march to greatness 
rather than in terms 
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India’s Olympic Reality Check 








of a long overdue, 
and still incom- 
plete, amelioration 
of wretchedness. In 
reality, as the cold 
logic of the Olympic 
medals table reveals, India 
is doing better than ever only 
when benchmarked against its 
own dismal past. When com- 
pared to the East Asian countries 
that have truly transformed them- 
selves—Japan, Korea and, increas- 
ingly, China—the gap between 
India’s rhetoric and its reality re- 
mains jarring. 

Since their inception in 1896, the 
modern Olympics have acted as a proxy for 
a country’s global standing that reflects an 
ineffable blend of politics, economics and 
culture. In 1936, Adolf Hitler used the Ber- 
lin Games to showcase German might. Over 
the years, the medals table has accurately 
reflected Japan’s relative decline, the Ko- 
rean economic miracle and, of course, the 
ballyhooed rise of China. 

The link in the popular imagination be- 
tween Olympic prowess and geopolitical 
clout is not accidental. The capacity to spot 
and nurture athletic talent reflects the 
quality of a country’s institutions, private 
or public. Sporting infrastructure indicates 
either wealth or the capacity to implement 
national priorities. It’s no surprise that in 
Beijing the top ten nations included seven 
members of the G8 group of industrialized 
democracies. 

A country’s approach to sports also acts 
as a guide to its preferred method of prob- 
lem solving. Relentlessly pragmatic Singa- 
pore supplements its modest homegrown 
talent by wielding a fat checkbook and fast 
tracking citizenship for foreigners. China, 
like military-ruled Korea in the 1980s, or 
the Soviet Union in its heyday, depends on 
the early talent-scouting and rigorously 
supervised training programs typical of a 
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one party state. Unlike the Soviets, how- 
ever, the Chinese also hold out the promise 
of corporate sponsorship and multimillion 
dollar advertising contracts. 

India’s traditional invisibility at the 
Olympics—the gold and two bronzes won 
in Beijing mark its best ever performance— 
can be viewed as a legacy of the flawed pol- 
icies it pursued in the early decades after 
independence. For long an autarkic and so- 
cialist economy, India has lagged in estab- 
lishing the competitive culture and market 
incentives that spur ex- 
cellence in the devel- 
oped world. At the same 
time, as a democracy, it 
has never had the op- 
tion of emulating the 
intrusive controls and 
collective purpose that 
mark the authoritarian 
model, 

The blunders began with Jawaharlal 
Nehru, who led India from independence 
in 1947 until his death in 1964. An admirer 
of the Soviet Union, Mr. Nehru sought to 
modernize India’s economy through five- 
year plans and state-led industrialization. 
His daughter, Indira Gandhi, shared her 
father’s faith in the state and distaste for 
the market. During her rule (1966-77 and 
1980-84), the government tightened its grip 
on the economy even as it became obvious 
that India could not keep up with market- 
friendly and export-oriented competitors 
in East Asia. Only in 1991, faced with a bal- 
ance of payments crisis, did India seriously 
embark upon economic reforms. 

This background explains a rarely ac- 
knowledged truth: though commonly com- 
pared with China, in terms of development 
India has yet to catch up with some of the 
poorer parts of Southeast Asia. 

The early decades of Indian indepen- 
dence also witnessed the coarsening of the 
country’s political culture. By and large, 
the men (and occasional woman) drawn to 
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public life under British rule represented 
the best educated and most idealistic in 
the land. But by the mid-1980s politics had 
become the vocation of choice for assorted 
crooks, sycophants and hucksters. 

To be fair, even today both major na- 
tional parties—Congress and the Bharati- 
ya Janata Party—can point to senior 
leaders known to be both competent and 
clean. But they tend to be the exception. 
The smaller regional and caste-based par- 
ties that occupy about 40% of the seats in 
parliament, and rule 11 
of 28 states, are almost 
uniformly family fief- 
doms or one-man cults 
of personality. 

Only in India are 
law breakers in charge 
of making the laws. Ac- 
cording to Social Watch 
India, a New Delhi- 
based watchdog group, more than a quar- 
ter of India’s 543 directly elected members 
of parliament face pending criminal charg- 
es—including murder and kidnapping. In 
August, an accused (and once convicted) 
murderer was sworn in as chief minister 
of the eastern state of Jharkhand. By now 
the vast fortunes and lavish lifestyles of 
politicians are taken so much for granted 
that reporters don’t consider them worthy 
of investigation. In India’s vaunted democ- 
racy, the capacity to brandish hysterical 
threats of self-immolation and a reputa- 
tion for violence are considered assets by 
the young entrant to public life. 

The equally hyped economic story is 
marked by an unusual mix of private ex- 
cellence and public ineptitude. The suc- 
cess stories—the Tata Group’s global 
expansion, the giddy growth of software 
services and the increasing sophistication 
of scientific research done in India—reflect 
entrepreneurial flair and the middle class 
work ethic. But wherever government is in 
the picture, India remains a laggard rath- 
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er than a leader. Its roads, ports and air- 
ports hardly compare with Southeast 
Asia’s, let alone with China’s. For most In- 
dians, brownouts and spotty power supply 
remain a fact of life. 

A visitor from Bangkok or Jakarta in 
Beijing or Shanghai sees a city visibly more 
developed than his own; the opposite is 
true when the same person visits Delhi or 
Bombay. In the United Nations Develop- 
ment Programme’s Human Development 
Index, India ranks 128 of 177 countries, 37 
places below China and 21 below Indonesia. 
Indeed Indonesia, hardly a stellar perform- 
er over the past decade, still leads India by 
virtually every measure—literacy, life ex- 
pectancy, per capita income and, yes, med- 
als at the Beijing Games. 

Comparisons with China are mislead- 
ing in another respect as well. India is 
growing faster than ever at an average of 
8.8% in each of the past four years. But 
rather than catching up with China it is 
falling farther behind. In 1993, in terms of 
purchasing power parity the average Indi- 
an earned about $1,000 a year, 85% of his 
counterpart in China. By 2008 Indian per 
capita income had nearly tripled to $2,900, 
but thanks to China’s lower birth rates and 
higher growth rates, the average Indian is 
now only about half as wealthy as the aver- 
age Chinese. 

The prominence of ethnic Indians in in- 
ternational business, technology, academia 
and the arts further distorts the picture. 
Over the past decade, India-born ceos have 
led US Airways, the consulting firm McK- 
insey, the telecom giant Vodafone, PepsiCo, 
Standard Chartered Bank and Citibank. Sa- 
beer Bhatia, the creator of Hotmail, and 
Vinod Khosla, the co-founder of Sun Mi- 
crosystems, exemplify the Indian impact on 
Silicon Valley. Jagdish Bhagwati and Am- 
artya Sen are among the most highly re- 
garded economists alive. Directors Shekhar 
Kapur and Mira Nair have taken Holly- 
wood by storm. 
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Naturally enough, Indians seek valida- 
tion in these stories. But they could just as 
easily ask why so many must emigrate to 
achieve their potential. No other country 
bases as much of its intellectual and cre- 
ative firepower overseas. In their day to 
day lives, non-resident Indians do not deal 
with the tax man who demands a bribe. 
Their dental care and retirement plans are 
Canadian, American or British. Their chil- 
dren avoid Indian schools. In many ways, 
they have more in common with other tal- 
ented and hardworking minorities who 
contribute to—and benefit from—the open 
economies and meritocratic institutions of 
the English-speaking world than with 
their compatriots in India. 

As if the burden of playing catch-up 
while hobbled by shoddy governance isn’t 
enough, India must also contend with en- 
demic violence within its borders and on its 
periphery. Maoist groups challenge the 
state across a broad swath of central and 
eastern India; they are active in about a 
quarter of the country’s 600-odd districts. 
Last year they claimed 1,400 lives, includ- 
ing 55 in a single, audacious attack on a po- 
lice camp inthe central state of Chhattisgarh. 
Meanwhile, long-running insurgencies 
continue to pockmark the troubled north- 
east. A dispute over temple land between 
Hindus and Muslims in Muslim-majority 
Jammu and Kashmir has plunged the sen- 
sitive border state into a crisis. In August, 
tens of thousands of protestors took to the 
streets in the capital, Srinagar, shouting 
pro-Pakistan slogans. 

In the rest of the country, India’s pecu- 
liar brand of secularism—well-intentioned 
but shortsighted—leaves it ill-equipped to 
cope with terrorism and transnational Is- 
lamism. Most Indian Muslims are peace- 
ful, and the 140 million-strong community 
enriches the nation in countless ways— 
most visibly in sports, movies, and the arts. 
Nor is religious zealotry in India a Muslim 
monopoly. Nonetheless, a hide-bound 
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leadership and adherence to Shariah in 
civil matters such as marriage, divorce, 
and inheritance have contributed to the 
development of parallel societies in ghet- 
toized enclaves. Unlike their co-religion- 
ists in Turkey and Tunisia, Indian Muslims 
have largely failed to shed cultural mark- 
ers of backwardness, such as high birth- 
rates and an aversion to educating girls. 
At the same time, in addition to the 
long-running sponsorship of terrorism by 
Pakistan, India must contend with growing 
radicalism in Bangladesh and the rise of 
homegrown groups. The Students Islamic 
Movement of India, an offshoot of Jamaat- 
e-Islami, has long espoused the idea of 
bringing the Indian subcontinent under Is- 
lamist rule. This goal may be unrealistic, 
but Islamist terrorism could not be more 
real. According to the National Counterter- 
rorism Center in Washington, between 
January 2004 and March 2007 the death 
toll from terrorist attacks in India was 
3,674, second only to that in Iraq. Since 
then, more bombs have gone off in Hyder- 
abad, Jaipur, Bangalore and Ahmedabad. 
Instead of facing up to these realities, 
much of the Indian middle class appears 
to inhabit a mental bubble. In a survey two 
years ago by the Chicago Council on Glob- 
al Affairs and the Asia Society, respon- 
dents from six countries ranked 
themselves and each other according to 
criteria such as global influence and lead- 
ership in innovation and technology. In- 
dians placed themselves second, behind 
the U.S.; every other country ranked India 
last of those on the list. The Chinese, by 
contrast, more soberly assessed them- 
selves as second in overall influence and 
fourth, behind the U.S., Germany and Ja- 
pan, in terms of innovation. 
Complacency robs India of urgency. 
Since returning to power in 2004, the Con- 
gress-led government has stalled the 
privatization of state-owned enterprises 
and enacted a wasteful populist law “guar- 
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anteeing” employment for adults in rural 
areas. Much-needed reform of antiquated 
labor laws, fertilizer subsidies, and foreign 
investment caps in insurance also remain 
unresolved. On a deeper level, irrational 
exuberance and a general distaste for pol- 
itics prevent the Indian middle class from 
coming to terms with its governance prob- 
lems. In the U.S., the most educated are 
most likely to vote. In India, the opposite 
is true. 

Needless to say, India’s challenges are 
far from insurmountable, and over the past 
60 years the country has repeatedly con- 
founded pessimistic prognostications. In- 
dia can justly take credit for housing one of 
the world’s fastest growing economies and 
for fostering centers of educational excel- 
lence, such as the Indian Institutes of Tech- 
nology and the Indian Institutes of 
Management. Private sector participation 
has begun to transform infrastructure, and 
rising incomes will continue to make deep 
inroads into poverty. The stick of a vast se- 
curity apparatus and the carrot of adult 
franchise remain powerful weapons against 
insurgencies and political violence. 

Nonetheless, it’s useful to recall that 
over the past 100 years only a handful of 
Asian countries have made the leap from 
poor to rich. For the foreseeable future, In- 
dia will belong to a much larger club—poor 
countries striving to become less poor. Of 
course, its sheer size—by population equal 
to 45 Malaysias—means that even modest 
gains will ripple across the world. 

Only when India’s politicians are com- 
parable to its managers and engineers, 
when its human development and per cap- 
ita income no longer lag behind Indonesia 
and Thailand, when it boasts at least one 
world class city, and when an Olympic gold 
medal does not invoke national hysteria, 
will talk of great power status or compar- 
isons with China make sense. Until then, 
like a Bollywood film, they should be treat- 
ed as fantasy. W: 
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More Political 
Woes for Pakistan 


by Kamal Siddiqi 





S PAKISTAN READIES itself 
for a new president, many 
questions arise as to what 
the future holds for the 
country. On Sept. 6, the 
parliament and the provincial assemblies 
will vote for a new president following the 
resignation of President Pervez Musharraf 
in August, with Asif Ali Zardari, chairman 
of the Pakistan Peoples Party and the wid- 
owed husband of former Prime Minister 
Benazir Bhutto, the current front-runner. 
Unlike the ppp’s election of its prime 
minister in March, the presidential elec- 
tions in September will not be smooth sail- 
ing. For one thing, the ppr’s main coalition 
partner has broken away and says it will 
now sit in the opposition. At the same time, 
the ppp still has the support of the smaller 
parties, which may help it coast through 
with the aid of some defectors from par- 
ties opposed to the ruling coalition. This 
is particularly true of the Senate, where 
the ppp does not enjoy a significant edge. 
But as President Musharraf learned the 
hard way after being re-elected in October 
2007, it is one thing to win an election for 
president and quite another to be able to 





stay in that position and run the country. 
Part of the problem this time around is the 
ppp’s choice of candidate. 

Mr. Zardari is a controversial personal- 
ity. The manner in which he took over the 
chairmanship of the ppp (based on a will 
that Ms. Bhutto’s closest advisors claim 
they never saw) has set tongues wagging 
within the party. Some in the PPP are also 
peeved that members of its Central Execu- 
tive Committee are being replaced with 
Zardari loyalists. 

However, there has been no revolt 
within the party—so far. Mr. Zardari’s cur- 
rent challenges comes from outside the 
party, the strongest being from the Paki- 
stan Muslim League (N) that—only a few 
weeks ago—was coalition partners with 
the ppp. The PML-N, led by Nawaz Sharif, 
accuses Mr. Zardari of not honoring an 
agreement made after the general elec- 
tions in February. The two parties had 
agreed, under the Muree Declaration, to re- 
store judges removed by President Mush- 
arraf within 30 days of the formation of the 
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federal government. This has not happened 
despite the establishment of a government 
and President Musharraf's resignation. Mr. 
Zardari has not yet explained why his par- 
ty is not willing to go ahead with the resto- 
ration of the judges, but party insiders say 
that this may well be because former Chief 
Justice Iftikhar Chaudhry seems closer to 
the PML-N than the ppp, It is also possible 
that the chief justice, if restored, would 
want to open up cases against the Mush- 
arraf government, while the ppp is keen to 
give indemnity to President Musharraf, 
possibly under an unwritten agreement 
that led to his resignation. 

In all this, what is clear is that the PML- 
N, which currently controls one provincial 
government—Punjab, Pakistan’s most pop- 
ulous province—will now aim to check the 
political moves of the ppp government in 
the center and in the provinces. Currently 
the PML-N does not have support from oth- 
er parties, but itis flirting with the Pakistan 
Muslim League (Q), a breakaway party that 
was once called the King’s Party because it 
enjoyed Mr. Musharraf’s support. 

As things stand, Mr. Zardari will most 
likely be elected president and the ppp will 
have a government in the center as well as 
in one province, Sindh. In the troubled 
North-West Frontier Province, the PPP’s 
ally, the Awami National Party, will contin- 
ue to run the government while in the Ba- 
lochistan province, it is believed that the 
PPP will continue to have a government 
along with smaller, regional parties. 

In the short term, it is unlikely the PML- 
N will try to make a grab for power in both 
the provinces and in the center. Mr. Shar- 
if has categorically said that he would let 
the ppp government rule the center in the 
interests of the country and democracy. 
But, as Mr. Zardari pointed out when he 
backed out of his agreement with the PML- 
N, changes in circumstances alter the abil- 
ity to adhere to earlier commitments. 

One of the worst-case scenarios is trou- 


ble in the Punjab, where the chief minister 
hails from the PML-N but the ppp has ap- 
pointed the governor. It is feared that Mr. 
Zardari will want to consolidate his par- 
ty’s hold on the province, which may lead 
to confrontation with the PML-N. In such 
a scenario, one can expect political uncer- 
tainty in both the province and center in 
the coming months. Some also worry that 
Mr. Zardari will try to topple the PML-N 
government in Punjab by buying the votes 
of legislators. These problems may affect 
investor sentiments, as Punjab is the indus- 
trial hub of the country. 

More likely is a falling out between Mr. 
Zardari and one of his coalition allies, like 
the Awami National Party or the Karachi- 
based Muttahida Qaumi Movement party. 
Discord may arise if Mr. Zardari goes back 
on his promise to de-fang the office of the 
president, which he had made in speech 
given at the time when President Mush- 
arraf’s impeachment was being pursued. 

Another area of concern is the army. So 
far, the army (led by General Perwez Ash- 
faq Kayani) has stayed out of the political 
fray. The U.S. has put its seal of approval on 
General Kayani and has praised him for his 
professionalism. But there is pressure on 
the army to take action if there is a politi- 
cal crisis in the center or in Punjab. 

The Pakistan Army is currently em- 
broiled in a series of actions in the troubled 
North West Frontier Province and in the 
Federally Administered Tribal Areas. After 
initially making a plea that the elected gov- 
ernment should have a say in how this war 
is being fought, Prime Minister Yousaf 
Raza Gillani has given the army leadership 
control over the day-to-day handling of op- 
erations. This arrangement has worked 
well and the army is finally gaining some 
ground in its fight against militants. 

At the same time, there is increased 
pressure on the government from various 
quarters to ease off on action against the 
militants. This may become a point of fric- 


2 FAR EASTERN ECONOMIC REVIEW œ% September 2008 


tion between the army and the Gillani 
goverment. The U.S. administration, which 
endorses the army, does not support the 
peace deals that the Gillani government has 
made with various militant groups. 

The army, as well as most Pakistanis, 
have been shaken by the intensity and fre- 
quency of suicide bombings by militants 
aligned with al Qaeda and the Taliban. 
The army, which currently operates in low 
gear owing to the Mus- 
lim holy month of Ra- 
madan, has made some 
significant gains in the 
past few weeks. But 
there is a human cost to 
this, as thousands of 
refugees from the af- 
fected areas have been 
arriving in the provin- 
cial capital of Peshawar, putting a burden 
on the already overstretched provincial 
administration. 

Meanwhile, Pakistan’s more serious 
challenge has been ignored. With soaring 
oil prices, Pakistan’s import bill has shot up 
to almost $40 billion dollars. Oil imports 
have gone up to an estimated $11.4 billion 
in 2008 from $7.3 billion in 2007. 

The political turmoil has also taken its 
toll on the economy, with foreign invest- 
ment dipping and higher outflows. The 
Karachi Stock Exchange has been under- 
performing for the past year or so because 
of a gloomy political scenario coupled with 
economic troubles ahead. Analysts say 
that foreign investors are pulling out, 
which is putting additional pressure on 
the country’s foreign exchange reserves. 

Dollar reserves have dipped to under 
$10 billion from about $18 billion in 2007. 
This has also put pressure on the Pakistani 
rupee, which lost almost 38% of its value 
against the U.S. dollar, closing at 77 to 
the dollar this week. Demand for the 
greenback grew on fears that Pakistan 
would once again face foreign exchange 


A worst-case scenario 
is that Zardari will try 
to topple the PML-N in 
Punjab by buying the 
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problems. As Pakistan imports a signifi- 
cant amount of both its raw material and 
its finished items, this depreciation of the 
rupee will surely lead to higher prices. 

The country is also facing one of its 
worst power crises, with demand exceed- 
ing generation capacity by 30% in peak pe- 
riods. As a result, the government has had 
to ration power. To meet rising costs, pow- 
er utilities have also raised rates by over 
40%, which has forced 
factories to close and 
given Pakistanis a rea- 
son to protest. 

While the govern- 
ment has devised a 
power conservation 
strategy—under which 
certain categories of 
imports are banned or 
slapped with higher rates of import duty— 
analysts say much more needs to be done. 
Arguably the biggest challenge for the 
governmet is the crisis of confidence that 
it now faces, a situation that has only been 
made worse by the possibility that Mr. 
Zardari will become president. Many Pak- 
istanis point to Mr. Zardari’s poor reputa- 
tion based on past corruption charges as 
good reason to start investing elsewhere in 
the region. 

With arise in prices and no serious gov- 
ernment initiative to address the problem, 
there has been a rise in crime and poverty. 
A taste of the anger and frustration of low- 
er income Pakistanis emerged last Decem- 
ber 2007, following the murder of Ms. 
Bhutto, when thousands rioted, burning 
cars, houses and businesses. There are 
fears that if living conditions worsen, more 
such violence will occur in the future. 

For any new government, let alone Mr. 
Zardari’s, focusing on the economy is the 
pressing imperative. However, political 
challenges may not give the incoming ad- 
ministration the breathing room needed 
to set Pakistan’s house in order. Li 
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Demystifying China’s 
Energy Wars 


As energy prices soar, China struggles to create a centralized en- 


ergy authority. With Chinese companies becoming more defiant 


of the central government’s dictates, can Beijing succeed? 


by Leland R. Miller 
Nee tt ft 


NE WOULD EXPECT that a 
communist state that es- 
poused centralized control 
and economic planning 
would have a powerful 
ministry regulating every facet of the coun- 
try’s energy affairs. After all, few issues in 
2008 are treated by the Chinese leadership 
with more urgency than energy security. 
However, not only does such a governmen- 
tal body not exist, repeated attempts to cre- 
ate even a watered-down version have only 
recently, and painfully, come to fruition. 

This raises several important ques- 
tions: Why have efforts to create a central- 
ized energy authority always resulted in 
failure? Why have Chinese energy compa- 
nies been allowed to become increasingly 
defiant of Beijing’s dictates? As the elabo- 
rate subsidy system to keep down prices 
for consumers comes apart at the seams, 
why hasn’t Beijing implemented a new en- 
ergy agenda? And perhaps most provoca- 
tive of all: might the government not even 
have an agenda to implement? 





In March 2008, lawmakers at the Mth 
National People’s Congress announced 
what was hailed as a groundbreaking pro- 
gram to restructure and streamline the 
country’s vast array of regulatory and ad- 
ministrative entities. Sold under the rubric 
of “deepening reform” (shenhua gaige) and 
backed strongly by President Hu Jintao, the 
program aimed to merge departments of 
overlapping jurisdiction and create five 
cabinet “superministries” (chaoji bumen), a 
move representing the People’s Republic of 
China’s most thorough reorganization of 
the bureaucracy since 2003. The keystone 
of the effort: a revamped energy authority. 

For Beijing, no single issue may be more 
important to the nation’s future than en- 
ergy. The 2008 P.R.C. White Paper on Diplo- 
macy named energy security as a central 
tenet of China’s foreign policy, and over- 
hauling the system’s domestic bureaucratic 
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tangles was part of President 

Hu Jintao’s “master plan” 

promised at last year’s 

17th National Con- 

gress of the Commu- 

nist Party of China. 

Support for this mis- 

sion was further but- 

tressed by the 

passage of a draft 

National Ener- 

gy Law in De- 

cember 2007, a 

bold initiative which 

aimed to provide a legislative foundation 

for not only the creation of “an energy su- 

pervisory authority” but also “market-or!- 

ented energy-pricing mechanisms” that 

would finally tie Chinese energy prices to 
the movement of global markets. 

Yet since 1993, when the last attempt at 

a centralized energy authority was aban- 

doned, China has taken a mostly low-key 

approach to tinkering with its energy regu- 

latory system. This is a reflection of two 

overarching factors: first, the leadership 

still lacks a consensus as to whether (or to 

what degree) the energy regulatory system 

should be liberalized, a political as well as 

7 economic dilemma considering China’s his- 

toric reliance on price caps and subsidies to 

maintain domestic stability. Second, be- 

cause the establishment of a formal Energy 

Ministry would entail a major redistribu- 

tion of political power—most notably at the 

expense of the powerful National Develop- 

ment and Reform Commission (NDRC)—it is 

unclear whether Beijing could even get 

away with establishing one if it wanted to. 

These two tensions now define China’s 

energy policy framework. In order to sus- 

tain an economic and industrial model 

predicated on cheap oil and gas, China has 

for years maintained a hard cap on fuel 

prices, meaning that Chinese consumers 

are given access to cheap, predictable en- 

ergy prices while Chinese state-run refin- 













ers and distributors are left to cover the 
difference between the subsidized price 
and the global market price. While this 
subsidy system has managed to keep the 
population content and the economy 
churning, it demands ever-increasing 
sums of money to keep the cycle going. 

This might not have mattered much 
under the old system of Communist indus- 
tries, where subsidies merely meant trans- 
ferring funds from one governmental 
pocket to another. But as energy and other 
companies have become more indepen- 
dent, acting more like private capitalist en- 
terprises with separate profit (and loss) 
centers, responsible managers are finding 
this practice less acceptable. Even in qua- 
si-communist China, reputations are not 
made by officials who drive their compa- 
nies into a sea of red ink. 

Thus, when oil prices skyrocketed over 
the first half of 2008—exceeding $140 a 
barrel by mid-summer—the subsidy system 
began to unravel. Exacerbating the prob- 
lem, snowstorms of an intensity not seenin 
half a century paralyzed China’s transpor- 
tation and industrial grids in January, fol- 
lowed in Mayby adevastating8.0-magnitude 
earthquake in Sichuan Province. In panic 
mode, Beijing ordered the energy compa- 
nies to take the hit. In May, the NDRC pub- 
licly called for the oil majors to ensure the 
nation’s production of fuel, making up for 
any shortfalls by importing diesel and gas- 
oline—at whatever price. 

The energy compa- 
nies complied, for 
the most part, but 
the results were di- 
sastrous. According 
to the Shanghai Daily, re- 
cord-high oil prices in May 
were costing China Petroleum 
& Chemical Corp. (Sinopec), 
China’s largest refiner, $390 J RASA 
per ton of petroleum products | Sqn 
it produced, a figure that rose | 
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to an estimated $435 per ton industry- 
wide by midsummer. Both China National 
Petroleum Corporation (CNPC), the coun- 
try’s largest oil producer, and China Pet- 
rochemical Corporation, a major refiner, 
began to run deficits, while other refiners, 
unable to continue production amidst cat- 
astrophic losses, were forced to suspend 
production—creating an even greater 
hardship on the remaining refineries. Ac- 
cording to Xu Kunlin, deputy head of the 
Pricing Bureau of the NDRC, one local re- 
finer in Shandong Province, believed to be 
representative of the industry, had been 
operating at 50% capacity in 2007 and only 
40% capacity this year. The system ap- 
peared to be approaching a meltdown. 

In June, finally bowing to the inevita- 
ble, the NDRC announced gasoline and die- 
sel price increases of up to 18%, while 
electricity prices increased by 4.7% and 
jet-fuel prices increased by 25%. (The pric- 
es of natural gas and liquefied petroleum 
gas were left unchanged.) By all accounts, 
however, this price bump has not come 
close to compensating for the revenue 
shortfall, even as the government contin- 
ues to pump billions of yuan in subsidies 
into the oil majors’ coffers. Moreover, the 
impact was muted by news that public 
transportation and taxi fares would be ex- 
empted from the price hike, as would elec- 
tricity rates for households, agricultural 
use, fertilizer producers, and the three 
provinces most affected by the Sichuan 
earthquake. 

The lesson for Beijing? Acquiring a 
tighter hold of China’s energy resources 
and decision-making has become both a po- 
litical and economic imperative. For this 
reason, a closer look at China’s developing 
energy authority framework reveals not 
only the internal divisions that hamper the 
domestic energy industry, but also the vul- 
nerabilities and limitations of the Beijing 
leadership that may affect Chinese policy 
writ large in the coming decade. 





INCE 1993, WHEN the country dis- 
banded its most recent attempt at 

a Ministry of Energy after only 
five short years, the Chinese energy indus- 
try has remained fragmented, with policy 
driven by actors who are subject to the gen- 
eral oversight of the central government. 
While reforming this archaic structure has 
long been on the government wish list, 
Beijing has quietly contented itself with 
gradual reform of the sector, so long as so- 
cial stability could be assured. 

In recent years, however, as oil and gas 
demand has skyrocketed and energy secu- 
rity has emerged as the cornerstone of Chi- 
nese national security policy, Beijing has 
taken a more aggressive stance toward 
reining in its various energy players. 

In 2003-05, the government reorga- 
nized its domestic energy industry through 
the creation of a series of ad hoc entities. At 
the top of that pyramid, at least on paper, 
was the State Energy Leading Group (SELG), 
an advisory body headed by Premier Wen 
Jiabao and comprised of the heads of the 
key energy policy agencies. Principal con- 
trol of energy policy was assigned to a new 
department, the NDRC, with authority di- 
vided unevenly between two of its branch- 
es: a vice-ministerial level implementation 
office headed by former norc Chair Ma Kai 
and an ambitiously-named but drastically 
understaffed Energy Bureau. Other agen- 
cies continued to play key, though mostly 
independent, roles. But while this restruc- 
turing did successfully trim down the num- 
ber of entities engaged in the energy turf 
wars, the empowerment of the NDRC only 
served to generate an even greater rivalry 
between the NDRC and the State Council. 
Furthermore, because decision-making au- 
thority was still not centralized (the SELG 
was an advisory body and handled only the 
most high-level issues), multiple power cen- 
ters were still able to push their own varied 
agendas. 

In 2007, the draft National Energy Law 


40 FAR EASTERN ECONOMIC REVIEW cw September 2008 


t 


ae ECONOMICS of 








set the legislative groundwork for a formal 
Energy Ministry, but behind-the-scenes 
jockeying, principally by the NDRC, effec- 
tively blocked the formation of such a pow- 
erful entity. Instead, during the 11th 
National People’s Congress in March 2008, 
the State Council announced a more wa- 
tered-down version: The National Energy 
Administration (NEA). Granted a number 
of independent powers but placed admin- 
istratively under the auspices of the NDRC, 
the NEA was seen by most observers as a 
necessary compromise. On July 30, 2008, 
divided into nine departments and staffed 
by 112 employees, the NEA officially com- 
menced operations. 

The NEA will have a broader portfolio 
than any previous Chinese energy author- 
ity: it will formulate energy-development 
strategy; draft energy regulations and pol- 
icies; manage the oil, gas, coal and power: 
(including nuclear) sectors; manage the na- 
tional oil reserves; draft measures for the 
development of new energy sources and 
greater energy efficiency; and head inter- 
national energy-cooperation efforts. The 
NEA also holds approval authority over 
“major” energy projects, although the scope 
of such projects has yet to be defined. 
Though the NEA will technically be over- 
seen by a new State Energy Commission 
(SEC), a high level consultative body that 
has replaced the SELG, the sEC is not expect- 
ed to play any more of a hands-on role than 
did the SELG. 

Nevertheless, it remains unclear just 
how autonomous the NEA will actually 
turn out to be. On the one hand, after much 
debate, new NDRC head, Zhang Ping, ap- 
proved the physical relocation of NEA of- 
fices from the NDRC site, and the NEA was 
also granted it own independent Leading 
Party Members’ Group (LPMG), a mecha- 
nism previously bestowed only upon min- 
istry-level agencies. However, the head of 
the LPMG will be NDRc vice chairman, 
Zhang Guobao, making it unlikely that the 


NEA will steer too independent a course. 
Moreover, the NDRC’s Pricing Bureau—not 
the NEA—retains ultimate energy pricing 
authority. As a result, it is unlikely that the 
NEA will have the horsepower to drive en- 
ergy policy any more effectively than its 


predecessors. 
T to be a victory for President Hu, 
who made consolidation of the 
energy sector a centerpiece of his “super- 
ministries” agenda. Supporters of the ini- 
tiative note that it has at least temporarily 
satisfied all the key players: creating a sep- 
arate energy ministry has allowed the cen- 
tral government to further consolidate the 
energy sector, albeit incompletely, while 
an energy authority still subjugated to the 
NDRC structure ensures that it will remain 
beholden to the NDRC’s core interests. 

Yet there are several important reasons 
why this compromise may be less of a 
short-term solution to China’s energy woes 
than its supporters currently claim. 

First, growing rifts in the financial sec- 
tor may portend even greater conflict in the 
energy sector. For years, state-run banks 
have made it a practice to defy government 
edicts to restrain domestic lending, but 
only recently has this practice extended to 
open insubordination to State Council di- 
rectives involving foreign entities. In July 
2008, China Development Bank (cps), the 
nation’s top policy bank, invested $270 mil- 
lion in British bank Barclays in order to 
maintain a 3.1% interest following the issu- 
ance of new stock, despite being explicitly 
denied permission to do so by China’s State 
Council. While the amount of money in- 
volved was inconsequential, the action it- 
self was historic: cps has typically been the 
State Council’s primary vehicle for impos- 
ing its financial will. 

Such defiance has already manifested 
itself in the energy sector, where several of 
China’s oil majors refused to ramp up refin- 
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ing activities during the energy shortages, 
despite a State Council order to do so. In- 
stead, those companies opted to import 
more finished oil products, a far less effi- 
cient scheme but one that allowed them to 
backdoor themselves into state subsidies. 
This clever maneuvering was widely re- 
ported, but the fact that none were pun- 
ished—no energy company was forced into 
a management reshuffle, as was the case in 
2007—suggests Beijing simply did not have 
the will to discipline its wayward actors. 

Second, China’s oil 
companies are becom- 
ing increasingly ambi- 
tious, both on behalf 
of—but also at the ex- 
pense of—government 
prerogatives. Histori- 
cally, each oil major was 
assigned a particular 
region to dominate: 
PetroChina, a cnpc subsidiary, dominated 
oil exploration and production in the north 
and west, Sinopec the south, and China 
National Offshore Oil Corporation (CNOOC) 
the offshore regions. Yet this division of 
labor has become increasingly outmoded 
as Beijing has ordered its major players to 
buy out—and effectively nationalize— 
many of the country’s smaller, private 
firms. In April 2008, for instance, cNoOoc 
bought 80% of a private oil firm in Zheji- 
ang and is reportedly targeting five more, 
a platform which would allow the compa- 
ny its first broad-based foothold in the dis- 
tribution and refining sectors. 

This has encouraged other oil majors 
to also jump into the fray. Since early 2008, 
Sinopec has stepped up the integration of 
its subsidiaries in the upstream oil sectors, 
while cnpc announced plans to invest up 
to 60 billion yuan by 2020 in offshore oil 
exploration, including two bases to sup- 
port oil production in the Bohai and South 
China Seas. This has meant that within 
each region, and across both the upstream 
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and downstream sectors, the major energy 
companies are using their subsidiaries to 
operate independently, and often compet- 
itively, against each other. 

Third, none of the key energy players, 
particularly the government itself, seem to 
have a workable long-term solution to the 
standoff. Energy shortages have continued 
for over a year now, but aside from pushing 
the hazy notion of a more formal Energy 
Ministry, Beijing has relied exclusively on 
a stopgap formula (a minor price hike cou- 
pled with increased 
promises of subsidies). 
This system, while 
workable in the short 
term, remains depen- 
dent on an endless sup- 
ply of money for 
support. Should China’s 
red hot economy cease 

-= to churn out double- 
digit growth (some experts believe even 9% 
annual growth would be insufficient), the 
iron rice bowl may finally fracture. 

If nothing else, the developments of the 
past two years have taught China’s energy 
players two important lessons: first, the 
government is more than willing to let its 
energy companies take the financial hit in 
order to maintain domestic stability, so 
proactive steps—such as investing in fu- 
ture refining capacity—are risky, and per- 
haps even counterproductive, ventures. 
Second, and ultimately more important, 
the more Beijing succeeds in consolidating 
the energy sector under its control, the 
smaller the fiefdoms of the energy indus- 
try’s independent players (particularly the 
NDRC) will become. This is not a dynamic 
that has escaped anyone’s attention, least 
of all those companies whose turf—or even 
continued existence—is threatened. 

President Hu has won this battle—he 
has himself the foundation of a centralized 
energy authority. But does Beijing have the 
will to win the war? = 
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Pyongyang Off the 
Hook Again 


by Bruce Klingner 





HE SIX-PARTY TALKS have 
hit yet another speed bump 
on the road to North Kore- 
an denuclearization. The 
negotiations are deadlocked 
once again due to Pyongyang’s refusal to 
fulfill its agreed-upon commitments. North 
Korea’s rejecting the verification protocol 
that Washington stipulates is a prerequisite 
for removing North Korea from the United 
States’ list of state sponsors of terrorism. 
Pyongyang is seeking to minimize the in- 
trusiveness of any inspection requirements, 
as it did in the 1994 Agreed Framework. 

North Korea claims the gridlock is due 
to U.S. failure to fulfill its pledge to remove 
North Korea from the terrorist list after the 
mandatory 45-day notification period to 
Congress, which ended on Aug. 11. None of 
the Six-Party Talks joint statements, how- 
ever, commit the U.S. to any deadline for 
removing North Korea from the list. In- 
deed, Phase Two—which requires the dec- 
laration and disablement of North Korea’s 
nuclear-weapons programs—only requires 
the U.S. to begin the process of removing 
the designation of North Korea as a state- 
sponsor of terrorism. 





Lost in these accusations and counter- 
accusations is the realization that U.S. Pres- 
ident George W. Bush’s new-found 
willingness—some would say overeager- 
ness—to engage Pyongyang will fail to 
achieve denuclearization before he departs 
office. More troubling for the next U.S. 
president, however, is a growing sense that 
Pyongyang’s obstructionist antics are not 
merely negotiating ploys but are instead de- 
signed to achieve international recognition 
of North Korea as a nuclear power. If that 
is true, then no magical combination of in- 
ducements will compel North Korea to give 
up its nuclear weapons, and the U.S. and its 
allies will be faced with even more difficult 
decisions down the road. 

North Korea’s launching of missiles in 
July 2006 followed by its first nuclear test 
in October 2006 provoked astrong response 
from the United Nations and led to a re- 
sumption of the Six-Party Talks. The rein- 
vigorated nuclear negotiations produced 
agreements in February and October of 
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2007. Rather than striving for a compre- 
hensive arms:control-style treaty that de- 
lineated explicit requirements, the U.S. 
decided instead to settle for a series of 
vaguely worded joint statements. Although 
designed to induce North Korea to lower its 
nuclear guard in return for incremental 
diplomatic and economic benefits, the 
agreements deferred rather than resolved 
several contentious issues. 

Conspicuously absent from the agree- 
ments was any direct reference to North 
Korea’s covert uranium-based weapons 
program, despite it having been the catalyst 
for both sides to abrogate the Agreed 
Framework in early 2003. The agreements 
also failed to establish the requirements for 
data declaration of all nuclear programs, 
the linkage between benefits and denucle- 
arization steps, and the parameters of the 
verification regime. What has developed 
since 2007 is a Potemkin village of U.S. pol- 
icy: a dichotomy between resolute U.S. 
statements in public and acquiescence to 
North Korean demands in private. The pat- 
tern became for the U.S. to issue bold and 
firm pledges, admonish the critics who 
questioned the agreements, and then capit- 
ulate to North Korea while vowing to be 
firm on the next issue of importance. 

Pyongyang provided a data declaration 
of its nuclear programs six months late on 
June 26, 2008. Although required to pro- 
vide a “complete and correct” disclosure, 
North Korea refused to divulge informa- 
tion on its covert efforts to develop a ura- 
nium-based nuclear-weapons program and 
its nuclear-proliferation activities with oth- 
er nations. In order to maintain a sense of 
progress in the negotiations, the Bush ad- 
ministration had agreed, during April 2008 
bilateral meetings in Singapore, to an un- 
usual strategy in which the U.S.—rather 
than Pyongyang—would provide the requi- 
site data on North Korea’s uranium pro- 
gram and proliferation activities. Absolved 
from having to admit its violation of four 


previous international agreements, Pyong- 
yang could simply “acknowledge”—rather 
than take any actions to address—Washing- 
ton’s concerns. The U.S. also acquiesced to 
North Korean demands to postpone dis- 
closing the number of its nuclear weapons 
until a later phase of negotiations. The Sin- 
gapore agreement contradicted the re- 
quirements stipulated in the Six-Party 
Agreements, the U.N. Security Council 
Resolution 1718, and the standard U.S. 
arms-control strategy. It also marked a sig- 
nificant fallback from pledges that the Bush 
administration made only months earlier. 

Assistant Secretary of State Christopher 
Hill had testified on Feb. 6, 2008, that “We 
cannot accept an incomplete or inaccurate 
declaration ... The [Democratic People’s Re- 
public of Korea] must also address concerns 
related to any uranium enrichment pro- 
grams and activities.” In November 2006, 
President Bush had defined a redline for 
U.S. action, vowing that “the transfer of nu- 
clear weapons or material by North Korea 
to states or non-state entities would be con- 
sidered a grave threat to the [U.S], and we 
would hold North Korea fully accountable 
for the consequences of such action.” De- 
spite resolute statements from the U.S., 
Pyongyang has faced no consequences for 
its proliferation actions thus far. 

On June 26, 2008, the Bush administra- 
tion announced its intention to initiate the 
45-day Congressional notification process 
that is required prior to removing a nation 
from the state sponsors of terrorism list. It 
justified its intention by citing Pyongyang’s 
having fulfilled the narrow statutory re- 
quirements of not having committed a ter- 
rorist act for six months. In contrast, Libya 
was required to make restitution for its in- 
volvement in the Lockerbie terrorist act. 
Meanwhile, North Korea has not been re- 
quired to admit its involvement in the 1983 
Rangoon and 1987 Korean Airliner bomb- 
ings. Nor has Pyongyang returned to Japan 
the remaining members of the Red Army 


50) FAR EASTERN ECONOMIC REVIEW cs September 2008 


Faction terrorist group, whose return had 
been a condition for Pyongyang’s removal 
from the terrorist list. 

Pyongyang’s June 26, 2008, delivery of 
a data declaration regarding its nuclear- 
weapons programs and the destruction of 
the cooling tower at the Yongbyon nuclear- 
reactor facility represent commendable 
progress. Similarly, North Korea’s delivery 
of approximately 19,000 pages of Yong- 
byon’s operating records provided a trove 
of information that would help the U.S. in- 
telligence community refine its assessments 
of Pyongyang’s nuclear-weapons inventory. 
All of these steps represent greater prog- 
ress than was ever achieved under the 1994 
Agreed Framework. 

These steps do not, however, constitute 
complete compliance by North Korea of its 
data-declaration commitments. Nor will 
the complete disablement of the Yongbyon 
facilities constitute completion of Phase 
Two, since the February 2007 joint state- 
ment calls for the disabling of “all nuclear 
facilities.” North Korea’s refusal to provide 
full transparency on its nuclear programs 
raises serious questions about its commit- 
ment to fulfill even more difficult require- 
ments in the future. These questions are 
made all the more worrisome by the dem- 
onstrated willingness of the U.S. to lower 
the bar for North Korean compliance and 
walk away from its strongest pledges. 

The Bush administration indicated in 
early 2008 that “U.S. action related to the 
terrorism designation [will] depend on the 
D.P.R.K.’s fulfillment of its second-phase 
commitments on providing a complete and 
correct declaration and disabling its nucle- 
ar facilities.” And a senior U.S. official in- 
sisted in February 2008 that North Korea 
would not be allowed to make a sequential 
declaration—offering some information up 
front and disclosing the proliferation and 
uranium enrichment later. 

The data declaration was supposed to be 
the first test of Pyongyang’s willingness to 


fulfill its obligations. North Korea would 
have failed this test had the U.S. not graded 
on a curve. Recently, however, the U.S. has 
adopted a firmer stance against North Ko- 
rean recalcitrance. The Bush administra- 
tion vowed on June 26 to secure a rigorous 
verification regime capable of preventing 
North Korea from violating another inter- 
national agreement. The U.S. conditioned 
the removal of North Korea from the list on 
its compliance with “a six-party agreement 
on an acceptable verification protocol ... an 
acceptable monitoring mechanism, and 
commencement of verification activities.” 

This renewal of principals reflects a 
trend in which the Bush administration re- 
sponds to public criticism by re-raising the 
bar for North Korean compliance. Follow- 
ing initial exposure of the North Korean- 
Syrian nuclear link, President Bush, 
Secretary of State Condoleezza Rice, and 
Assistant Secretary Hill employed stronger 
rhetoric in response to a growing chorus of 
critics accusing the administration of being 
overzealous in its quest for an agreement. 
The Bush administration also adopted a 
firmer line following a backlash from those 
against the Singapore agreement and seven 
months of U.S. stonewalling on North Ko- 
rean proliferation to Syria. 

The Six-Party Talks nations agreed on 
July 12, 2008, to broad measures for verify- 
ing North Korea’s pledge to abandon its nu- 
clear weapons programs. The joint 
communiqué was typically bereft of sub- 
stantive details, which were deferred to a 
working group for resolution. North Korea 
did agree to verification measures that in- 
cluded “visits to facilities, review of docu- 
ments, interviews with technical personnel 
and other measures.” But there have been 
no indications that Pyongyang has accept- 
ed any verification requirements other than 
at the Yongbyon nuclear facilities. 

The July 12 communiqué also reveals a 
disturbingly peripheral role for the Inter- 
national Atomic Energy Agency: “When 
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necessary, the verification mechanism can 
welcome the 1AEa to provide consultancy 
and assistance for relevant verification.” As 
such, it conflicts with U.N. Security Council 
Resolution 1718 as well as North Korea’s 
September 2005 pledge to return “at an ear- 
ly date, to the Treaty on the Non-Prolifera- 
tion of Nuclear Weapons and to IAEA 
safeguards.” The 1AEa is the only organiza- 
tion that can certify that Pyongyang has 
fully complied with its NPT requirements 
following extensive inspections. 

Creating a sufficient- 
ly rigorous verification 
system is not only a key 
test of Pyongyang’s 
pledge to abandon its 
nuclear weapons, it is 
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North Korea’s indefinite postponement of 
required inspections. 

Although Washington’s pledge for 
strong verification is encouraging, past be- 
havior indicates it will be difficult to main- 
tain U.S. resolve. The Bush administration, 
longing for a foreign policy legacy, will be 
increasingly tempted to accept Pyongyang’s 
half-hearted compliance as sufficient justi- 
fication to continue negotiations. The Bush 
administration should continue nuclear ne- 
gotiations with North Korea, but with three 
critical modifications to 
its current approach. 
Washington should in- 
sist on complete North 
Korean compliance 
with existing denucle- 
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agreement. U.S. technologies, such as im- 
agery satellites, are useful, but they are no 
substitute for on-site inspections. 

The U.S. should not remove North Ko- 
rea from terrorism list until it accepts a ver- 
ification regime that specifically covers 
both its plutonium and its uranium nuclear- 
weapons programs, and includes the right 
to conduct short-notice challenge inspec- 
tions throughout the country. An effective 
verification protocol must include such de- 
tails as the number of short-notice chal- 
lenge inspections of nondeclared sites, the 
technical inspection equipment allowed, 
and a requirement that inspectors be trans- 
ported expeditiously to desired sites. Ad- 
ditionally, the Bush administration should 
not declare Phase Two of the Six Party 
Talks successfully completed until North 
Korea has entirely fulfilled its commit- 
ments, namely a “complete declaration of 
all nuclear programs and [the] disablement 
of all existing nuclear facilities.” The U.S. 
must learn from the shortcomings of the 
1994 Agreed Framework and prohibit 


agreements to clearly 
delineate North Korean requirements, and 
implement parallel enforcement measures 
against Pyongyang’s illegal activities, in- 
cluding counterfeiting, drug running and 
proliferation. 

The magnitude of the dispute between 
the U.S. and North Korea over the verifica- 
tion protocol will make it more difficult for 
diplomats to continue papering over differ- 
ences. All indications are that the Bush ad- 
ministration will, at most, achieve 
completion of Phase Two of the Six Party 
Talks—disablement rather than dismantle- 
ment of nuclear facilities at Yongbyon. The 
more critical issue for the next U.S. presi- 
dent is whether North Korea intends to give 
up its nuclear weapons regardless of the in- 
ducements offered. North Korean officials 
have repeatedly indicated their intention is 
to achieve international recognition of and 
acquiescence to North Korea as a nuclear 
state. President Bush’s successor will inher- 
it a half-completed denuclearization pro- 
cess, and Pyongyang is likely to test the new 
president early in his administration. iE 
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China’s Start-Ups Grow Up 


by Xiang Bing and Teng Bingsheng 




























































































HINESE ENTREPRENEURSHIP 
has been a key catalyst for China’s 
astonishing growth in the past 
three decades. Yet many past studies on 
the subject have either been too biograph- 
ical for relevance or too general for accu- 
racy, given the sheer number and diversity 
of these entrepreneurs. A new approach— 
one that is specific enough to be accurate, 
but general enough to be relevant—seems 
necessary. 

We propose a framework that identifies 
and classifies these entrepreneurs into two 
major subgroups, or “generations.” Our 
criteria for classification include the busi- 
nesses and industries of, as well as the spe- 
cific management and business models 
developed by, the respective generation of 
entrepreneurs. This approach provides in- 
sight into the first and second generations 
of entrepreneurs and also sheds light on 
the development of a third generation. 
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The First Generation 


MOST OF CHINA’S first generation of busi- 
ness leaders are more than 45 years old. 
When China reformed its economy in the 
early 1980s, many of them were either col- 
lege graduates or former military person- 
nel. After accumulating first-hand 
technical or managerial experience, this 
generation emerged onto the stage as Chi- 
na’s economy became increasingly mar- 
ket-driven. Prominent members of this 
generation include Liu Chuanzhi (Leno- 
vo), Zhang Ruimin (Haier), Ren Zhengfei 
(Huawei) and Li Dongsheng (TCL). 

This first generation shared several 
common experiences. First, they lived 
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during a period that underwent a serious 
break from the traditions, ideologies and 
systems of the past. Second, they wit- 
nessed firsthand the difficulties of transi- 
tioning from a planned economy to a 
market economy, and acquired the versa- 
tility and flexibility that such a transition 
necessitated. Third, most were employed 
by state-owned enterprises. With the 
courage to experiment, these entrepre- 
neurs successfully shepherded their enter- 
prises into market-driven companies and 
became symbols of that era’s economic 
transformation. 

This first generation matured through 
the early 1990s, as they continued to shed 
the straightjacket of the old economic sys- 
tem. With an extraordinary appetite for 
entrepreneurship, they founded the first 
group of Chinese firms that were truly run 
on the notion of market competition. These 
firms not only achieved great success in 
China, but were also among the first to ex- 
plore international markets. For example, 
founded in 1984 by 11 engineers from the 
Chinese Academy of Sciences, Lenovo by 
2005 had become the third largest PC 
maker in the world with over 30% market 
share, after buying 1Bm’s pc business for 
$1.75 billion. Lenovo achieved success 
through relentless product innovation, 
cost reduction, and channel penetration. 

The success of these first generation 
firms can be attributed to several factors, 
including the high growth opportunities 
provided by China’s rapidly developing 
domestic market. But more than any- 
thing, this generation was able to take ad- 
vantage of the large structural shift of 
global manufacturing to China, which 
leveraged the country’s cost advantages 
to increase their global market share. 
Success duly followed, though weakness- 
es remain, including lack of experience in 
global competition, weak systems inte- 
gration and unsophisticated cross-cul- 
tural management. 


The Second Generation 


THE SECOND GENERATION of Chinese en- 
trepreneurs are mostly in their 30s and ear- 
ly 40s. Prominent member of this generation 
include Neil Shen (Ctrip), Chen Tiangiao 
(Shenda), Jason Jiang (Focus Media), Jack 
Ma (Alibaba.com) and Robin Li (Baidu. 
com). As the above list shows, the second 
generation’s focus on the service sector dif- 
fered from the first generation’s manufac- 
turing emphasis. 

China’s second generation emerged in 
the late 1990s. Most are well educated and 
went abroad for advanced study. Unlike 
the first generation, many in this genera- 
tion did not start from the bottom and did 
not experience the constraints of a planned 
economy, but rather enjoyed the benefits 
of some economic liberalization. 

Generally speaking, those in the sec- 
ond generation were less averse to adopt- 
ing new business models from developed 
countries, particularly in growth areas re- 
lated to high technologies. An example 
would be Neil Shen, who co-founded the 
online travel company Ctrip. 

These second-generation entrepreneurs 
have also been more skilled in dealing with 
overseas capital markets. Since their busi- 
nesses typically lacked state support, they 
had to turn to other sources to finance 
growth. Subsequent growth caused rapid 
escalation in their firms’ market value, en- 
abling them to consolidate their industries 
through the acquisition of competition. For 
example, following a successful NASDAQ 
IPO, Focus Media was able to acquire lead- 
ing competitors, such as Target Media and 
Framedia, to become one of the largest ad- 
vertising firms in China. 

The service sector is an indispensable 
part of any advanced economy, and future 
development in China will likely trend in 
this direction. Service-based firms in- 
crease employment and consumption, 
which are essential to the creation of an 








“internal-consumption-driven” economy. 
The development of this sector will reduce 
the pressure to import, help balance inter- 
national trade and enlarge the Chinese 
middle class. There is room to grow: cur- 
rently, the service sector makes up barely 
40% of China’s Gpp, and since success here 
is related to culture and tastes, local firms 
should have a significant advantage over 
their foreign counterparts. 

If second-generation firms lag any- 
where behind their non-Chinese rivals, it is 
in the area of development of human capital 
and managerial talent. Also worth develop- 
ing is a global business reach; cross-border 
acquisitions have been notably lacking. In 
general, therefore, despite their successes, 
businesses of the second generation remain 
largely confined to China. This is where the 
third generation comes in. 


A Third Generation 


FIRMS LED BY the first and second genera- 
tions have experienced many setbacks in 
their efforts to globalize. For example, de- 
spite considerable investment, Haier’s 10- 
year effort has been disappointing, and 
Huawei has not made major progress in 
penetrating the U.S. market. 

In the wake of such tepid results, many 
have questioned the ability of Chinese firms 
to become world-class enterprises. Indeed, 
Chinese firms till now suffer from limited 
resources and capabilities, and lack the 
force to compete in developed markets. The 
perceived “Chinese threat” further con- 
strains the development of Chinese firms 
overseas. In this environment, firms pursu- 
ing traditional approaches have little hope 
for success. 

Chinese entrepreneurs are searching 
for improved strategies to enhance the 
global competitiveness of their firms. In re- 
cent years, a new approach to global com- 
petition has emerged, exemplified by 
Indian entrepreneur Lakshmi Mittal, the 


head of Mittal Steel. Fifteen years ago, Mit- 


tal was a relatively unknown, local steel 


company in India. Through relentless ac- 
quisitions of financially troubled steel mills 
around the world, and by actively integrat- 
ing upstream industries by purchasing 
shares in steel ore companies, Mittal quick- 
ly emerged as a leader in the global steel in- 
dustry. After acquiring its largest 
competitor, Arcelor of Luxemburg, in 2006, 
Mittal Steel became the world’s number 
one steel company, with 310,000 employees 
in more than 60 countries. 

In contrast to its global dominance, Mit- 
tal Steel’s market share within India is still 
relatively small, showing that firms in de- 
veloping countries do not have to dominate 
domestic markets first before expanding 
into global markets. 

Given the case of Mittal Steel, a new 
“globalization strategy” for Chinese firms, 
one that actively utilizes foreign resources, 
could prove profitable. The essence of this 
strategy is to counter global competition 
with global resources. Chinese firms can- 
not forever rely on low cost labor to propel 
their growth, and this is one possible strat- 
egy they might pursue to truly compete 
against international firms on an interna- 
tional stage. This is not to say that the first 
and second generations will be left behind. 
Many from either generation could suc- 
cessfully “upgrade” themselves to become 
members of the third generation. Indeed, 
some Chinese entrepreneurs have already 
moved in this direction. Companies like Le- 
vono, TCL, Huawei and Haier have all at- 
tempted to acquire valuable resources 
overseas. 

In the end, it is clear that China needs 
a new generation of entrepreneurs: one 
that moves beyond merely leveraging low 
costs within China and replicating models 
from the West. Chinese firms will need 
global entrepreneurs like Mr. Mittal if 
they want to avoid being left behind in the 
global marketplace. 5 
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Reviewed by ROBERT W. HEFNER 


N APRIL 2003, Sadanand Dhume 
quit his job with the FAR EASTERN 
ECONOMIC REVIEW and The Wall 
Street Journal Asia to turn full-time to 
writing a book about the growing influ- 
ence of militant Islam in Indonesia. Over 
the next 16 months, and again in Febru- 
ary 2007, Mr. Dhume traveled across In- 
donesia to meet with celebrity preachers, 
Islamist teachers, jihadi fighters and a host 
of other denizens of the conservative wing 
of Indonesia’s vast Muslim community. 

During some of his travels, Mr. Dhume 
was accompanied by Herry Nurdi, then 
the 27-year-old editor of Indonesia’s most 
influential hard-line Islamist journal, 
Sabili. Mr. Nurdi’s contacts provided the 
Indian-born and United States-resident 
Mr. Dhume with access to circles other- 
wise unlikely to have extended a welcome. 
Earlier, Mr. Dhume’s reporting at the RE- 
viEW had established his reputation as a 
sharp-eyed observer of Indonesian culture 
and politics, and a consistent critic of all 
things Islamist. 

As signaled in the book’s title, Mr. 
Dhume uses the evolution of his relation- 
ship with the tough-talking Mr. Nurdi to 
provide a light-hearted point of entry to a 
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community and issues unfamiliar to most 
Western readers. Mr. Dhume has an eye 
for nuances of personality, bearing and vo- 
cal expression, and he uses his literary gift 
to introduce readers to the diverse person- 
alities he encounters. Whether it is factory 
girls in Batam or radical Islamist veterans 
of Ambon’s sectarian wars, Mr. Dhume 
provides a sense of contemporary Indo- 
nesia through evocative and sometimes 
touching portraits and settings. Drawn in 
through these close-ups, readers are then 
effortlessly guided through Indonesia’s 
broader political, religious and historical 
landscape, touching on everything from 
the coming of Islam to Indonesia centuries 
ago to the pervasiveness of anti-Semitism 
in hard-line Islamist circles today. 

Rather than hiding his views of religion, 
Mr. Dhume juxtaposes them with those of 
his Islamist interlocutors, not least of all 
Mr. Nurdi. Western-educated and the son 
of an Indian diplomat posted to Indonesia 
in 1980, Mr. Dhume makes clear early on 
that he is a nonbeliever, albeit one who ar- 
rived at his lack of faith in a “largely un- 
examined” manner. For most of the book, 
Mr. Dhume’s often humorous juxtaposi- 
tion of his own cool disbelief to the ardor 
of the people he meets enhances rather 
than distracts from the broader story Mr. 
Dhume has to tell. 

At a few points, however, the author’s 
views narrow rather than open up the 
reader’s portal on the world of Indone- 
sian Islam. In a book notable for sensitive 
portraits of Indonesian women, the author 
speaks dismissively of the way in which 
Muslim women’s wearing of the headscarf 
(jilbab) provides a “cheaply earned moral 
smugness.” There are tens of millions of 
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Indonesian women who choose to wear 
headscarves, and they are anything but 
uniform in their politics and personalities. 
Or similarly, when describing an Islamic 
boarding school in East Kalimantan, he 
writes of “minds... wiped clean of imagi- 
nation and individuality, and left only with 
an unquestioning obedience to faith and 
faith alone.” One knows what Mr. Dhume 
hopes to get at with this characterization, 
but it is too sweeping to ring true. 

These slips of the pen aside, Mr. Dhume 
captures well the darker current running 
through radical Islamist 
politics in Indonesia to- 
day. He observes that “the 
deepening of democracy 
had gone hand in hand 
with a darkening of intol- 
erance,” which has “con- 
tinued to batter heterodox 
Muslims, non-Muslims 
and women, and to under- 
mine such bedrock demo- 
cratic values as freedom 
of speech and freedom of 
conscience.” Sadly, all this 
is true. Mr. Dhume salutes 
the economic and edu- 
cational achievements of 
the Suharto’s New Order 
government (1966-98), but correctly em- 
phasizes the New Order was “never truly 
secular” and that the Islamist turn taken 
by the regime in its last 10 years set the 
stage for the sectarian violence of the early 
post-Suharto period. 

In the book’s final pages, Mr. Dhume 
stands back and offers a sobering assess- 
ment of the future of Indonesia and Is- 
lamism. “The more I saw of the Islamist 
movement the more its totalitarian cast 
became obvious.” Although a number of 
Western observers have suggested that the 
moderately Islamist Prosperous Justice 
Party (PKs) may be a force for liberaliza- 
tion akin to Turkey’s AK party, Mr. Dhume 
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sees the party as “intrinsically discrimi- 
natory towards women, secular Muslims, 
and non-Muslims,” and thus potentially 
“as dangerous as the [terrorist] Jemaah Is- 
lamiyah.” I personally find this conclusion 
unduly dire. For foreign governments and 
businesses alike, a first step toward help- 
ing Indonesia through its unfinished tran- 
sition is to recognize the great diversity in 
the Muslim camp, including the PKS, and 
to realize that some of its broadest streams 
are struggling to devise a sustainable syn- 
thesis of democratic and Islamic ideals. 
Unfortunately for my po- 
sition, however, for the 
moment actions like the 
violent campaign against 
the Ahmadiyah sect con- 
firm Mr. Dhume’s claim 
that thus far Indonesia has 
proved more successful at 
consolidating a system of 
competitive national elec- 
tions than it has protecting 
human rights. 

Readers of this book will 
inevitably compare it to that 
of another writer of Indian 
descent, V.S. Naipaul’s Be- 
yond Belief. The latter work 

provided an account of the 
author’s five month journey in 1995 through 
the non-Arab Muslim nations of Indonesia, 
Iran, Pakistan and Malaysia. Mr. Naipaul’s 
literary fame guaranteed his book a broad 
and eager readership. My Friend the Fanatic 
is the first book of a younger author, and it 
appears at a time when the Western public’s 
fascination with Muslim culture and poli- 
tics may be dimming. It will be unfortunate 
if that means this book is less widely read 
than Mr. Naipaul’s. Mr. Dhume has a much 
subtler sense of the ironies of Islamism, glo- 
balization and Western capitalism than his 
predecessor. At once funny, sad and unpre- 
tentiously intellectual, this fine book tells 
us much about Indonesia and about Is- 





lamism, one of the most important politi- 
cal phenomena of our age. 
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CHINA BEFORE MAO 
by Frank Dikotter 
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Reviewed by GRANT EVANS 


HINA’S “COMING OUT party” was 
a common cliché used for the re- 
cent Olympics Games, meaning 
that China was finally opening out to the 
world. The central point of Frank Dikot- 
ter’s book is that China has been fully open 
to the world before, during the republican 
period from 1912-49. And he invites the 
uncomfortable question for China’s cur- 
rent rulers, “Who sealed China off?” 
This theme of “opening up” is endless- 
ly repeated for other communist regimes 
too, such as Vietnam and Laos, both of 
which were previously open societies. For 
all of these countries, not only China, the 
interesting question is, how are complex 
pre-revolutionary societies consigned 
to historical oblivion? In China, an ava- 
lanche of communist propaganda about 
the so-called “warlord period” worked 
ideological wonders in erasing any further 
curiosity about pre-1949 China. The term 
conjures up a time of chaos, and many for- 
eign commentators have been beguiled by 
the current regime’s centralist vision into 
ignoring the diverse, sometimes federal- 
ist aspirations of Chinese political actors 
back then. 
Mr. Dikotter’s chapters run along the 


themes of open governance, borders, minds 
and markets. Rather than being full of cha- 
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os, the republican period was a “golden 
age of engagement with the world. People, 
things and ideas moved in and out of the 
republican era, as global flows fostered an 
unprecedented degree of diversity which 
is yet to be appreciated in standard histo- 
ry books.” Much of what has been written 
about modern China is dominated by the 
idea of revolution, whereas Mr. Dikotter ar- 
gues that in retrospect the dominant theme 
should be one of globalization. 

Republican China had all the usual 
characteristics of a developing society, 
and had broken decisively with “feudal” 
rule. Of course, political and intellectual 
ferment was underway in the final decades 
of the Qing Dynasty, but it truly exploded 
during the republican period. The number 
of publications produced at all levels of so- 
ciety is breathtaking, and were paralleled 
by a huge range of civil associations—all 
of which would be crushed after 1949. Im- 
portant strides were made in implement- 
ing judicial reforms and China produced a 
crop of jurists with international renown. 
And while its democratic institutions were 
weak and flawed they compared well with 
other countries at the time, and were more 
accessible than in China today. 

The openness of China’s borders meant 
that both people and ideas flowed back 
and forth creating an air of cosmopolitan- 
ism. It will probably come as a surprise 
to many readers that English thrived as 
a foreign language. Mr. Dikotter quotes a 
foreign lawyer at the time saying, “There 
is certainly no capital in continental Eu- 
rope where so many members of the gov- 
ernment speak English fluently.” There is 
an interesting section on the diverse and 
large foreign community that, while it had 
its fair share of racists and “imperialists,” 
also had a large number who had made 
the country their own and knew it well. 
Chinese travelers, sojourners and stu- 
dents brought back new ideas and goods; 
these too fed into the changes underway. 
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The growing Chinese diaspora was also an 
agent of innovation. 

The chapter “Open Minds” provides a 
fascinating panorama of the cultural and 
intellectual excitement of the time, only 
now being discovered by modern Chinese 
artists who are in a sense repeating—much 
to their surprise—what has gone before. 
Mr. Dikotter shows how republican China 
enthusiastically participated in various in- 
ternational forums, such as the League of 
Nations, and its representatives were often 
graduates of the world’s leading univer- 
sities. Mr. Dikotter has published on the 
history of the Chinese 
penal system and thus 
he draws our attention 
to China’s adherence to 
unusually liberal agree- 
ments. “In an age of il- 
liberal regimes in Italy, 
Portugal, Spain, Ger- 
many, the Soviet Union 
and Japan... China [was] 
among the more progressive countries in 
penal matters,” he writes. The roll call of 
important Chinese intellectuals from the 
period, including leading women physi- 
cists, is by any measure impressive. In Chi- 
na fields like sociology were on par with 
those in Europe and the U.S., but would 
be clapped in the straitjacket of Marxism- 
Leninism after 1949. Many intellectuals 
therefore scattered into the diaspora. Chi- 
na during this period was also tolerant of 
diverse religions and expressions of faith. 
The art scene flourished, including film and 
photography. “Jazz was so popular in China 
that Shanghai was seen as the jazz Mecca 
of Asia, as budding players from all over the 
world, as well as experienced players from 
the United States, tried out the seemingly 
endless venues for popular music.” 

The period of republican rule was one 
of sustained economic growth over al- 
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[Republican China was a 


‘golden age of engagement 
with the world,’ rather 


than a period of chaos 
and warlordism. _| 


most half a century in both the city and 
the countryside, until the outbreak of the 
Sino-Japanese War in 1937. Modern facto- 
ry organization was imported, commercial 
law created, and a stock exchange opened 
in 1921. This view of the economy is based 
on recent research that refutes the previ- 
ous image of China as ravaged by “impe- 
rialism” and “economic collapse.” In 2007 
Mr. Dikotter also published a major study 
of material culture in China, and so it is 
not surprising that he should demonstrate 
the impact of changing economic condi- 
tions on material life. This was reflected 
in changes in women’s 
and men’s clothing, 
styles of housing and 
in food. “A two-tiered 
economy appeared in 
which wealthy circles 
bought foreign goods 
and ordinary people 
welcomed cheap imi- 
tations, from the enam- 
elled washbasin to the metal flashlight.” 
Openness rather than xenophobia was the 
leitmotif of China before communism. 
Mr. Dikotter has written a superb short 
iconoclastic essay of just over 100 pages 
that should be read by any journalist trying 
to put modern China in perspective. Hav- 
ing read it they will quickly realize that the 
communist period in China (as elsewhere) 
has been a tragic diversion away from en- 
gagement with the modern world. My one 
criticism of the book is that Mr. Dikotter 
doesn’t make clear, even briefly, why he 
thinks the republican regime fell. This, I 
believe, leaves the field open to assertions 
that it collapsed because of corruption, 
chaos, or “oppression of the masses.” War, 
as elsewhere, is a destroyer of regimes, and 
it was war with the Japanese that so se- 
verely weakened the Chinese republic that 
it was vulnerable to communist attacks. 
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OUT OF MAO’S SHADOW: 
THE STRUGGLE FOR 
THE SOUL OF A NEW CHINA 
by Philip P. Pan 
Simon & Schuster, 352 pages, $28.00 
Seno 
Reviewed by CHRISTOPHER B. SHAY 
IN ZHAO WAS wearing a white 
rag with the character “injustice” 
written in her own blood around 
her head when she told her friend, “I hope 
you will tell people in the future about this 
suffering.” At the end of that prison visit, 
Lin Zhao gave her friend, Zhang Yuanx- 
un, a sailboat constructed 
from a cellophane candy 
wrapper. 

Two years later in 1968, 
Lin Zhao was executed at 
the age of 36 for her anti- 
government statements; af- 
ter that she was seemingly 
forgotten. During the Cul- 
tural Revolution, Mr. Zhang 
destroyed everything that 
could connect him to any- 
one who had been labeled a 
“Rightist”—except for the 
cellophane boat, keeping it 
for more than 30 years as 
a reminder of his duty to tell Lin Zhao’s 
story. When Mr. Zhang was interviewed 
about Lin Zhao by Hu Jie, a documenta- 
ry filmmaker, he passed on the sailboat, 
and with it the burden of preserving Lin’s 
memory. 

Philip Pan, a Washington Post corre- 
spondent in Beijing from 2000-07, follows 
Lin Zhao’s and Hu Jie’s story. Though the 
original sailboat remains with Hu Jie, Mr. 
Pan has answered Lin Zhao’s 40-year-old 
plea to tell the stories of everyday Chinese 
people who have sacrificed and suffered 
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in their attempts to bring about genuine 
reform in China. 

“What progress has been made in re- 
cent years,” Mr. Pan writes, “what free- 
dom the Chinese people now enjoy—has 
come only because individuals have de- 
manded and fought for it.” Out of Mao’s 
Shadow contains 10 well-researched sto- 
ries of poets, filmmakers, lawyers, work- 
ers, peasants, activists, authors, doctors 
and journalists who have pushed for a 
freer China against a ruling elite which 
cares only about preserving its own privi- 
leged place in the system. Mr. Pan uses the 
straightforward prose of a good journalist 
to capture the hopes and 
disappointments of his 
subjects, remaining even- 
handed and unsentimental 
while allowing his read- 
ers a glimpse into their 
thoughts and feelings. 

Mr. Pan does not ro- 
manticize the outcomes 
of the clashes between in- 
dividuals and the state. In 
China—if one is lucky— 
heroic efforts against the 
government end with only 
modest results, and always 
involve heavy sacrifice. 

In one sequence the book describes a 
small group of industrial workers in Li- 
aoning Province who organized a mass 
protest against factory corruption. In the 
mid-1990s, China privatized much of its 
inefficient state industry, leading to lay- 
offs of five to six million workers a year. 
With a state-controlled press, no elections 
and a labor pool desperate for jobs, offi- 
cials had no incentive to keep their prom- 
ises to the laid-off workers or to ensure 
safe conditions for the still employed. In 
Liaoning, thousands of workers went un- 
paid for two years and saw their pensions 
disappear. Fed up and with nowhere to 
complain, in March of 2002 they took to 
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the streets. The government dealt with the 
situation by sending in riot police and brib- 
ing or arresting the organizers. In the end, 
the workers did win minor concessions—a 
few factory officials were imprisoned on 
corruption charges and a small amount 
of money was given to many of the work- 
ers—but the systematic corruption of Party 
members and factory officials remained. 

The organizers paid a steep price for 
their involvement. Xiao Yunliang, who 
chose to risk arrest instead of accepting a 
bribe of a free vacation, spent four years in 
jail after the protests. Mr. Xiao was łucky— 
his friend received a seven-year sentence. 
After Mr. Xiao’s release, he told Mr. Pan 
the one-time payments that he helped win 
were “nothing but a way to shut workers 
up.” And when asked if the Party had de- 
feated the workers, he response was, “The 
Party was very successful.” 

With stories like these, it’s not surpris- 
ing that Mr. Pan is pessimistic about see- 
ing the end to single-party rule anytime 
soon, but his book, nonetheless, provides 
some hope. During the Cultural Revolu- 
tion, an investigative filmmaker like Hu 
Jie would have been shot; today, he loses 
his job. With each baby-step of reform, the 
fear of government reprisal diminishes. 

The last four stories involve a doctor who 
blew the whistle on sars and subsequent- 
ly gathered the courage to write about the 
Tiananmen Square Massacre, a journalist 
who uncovers police abuse, “rights defense” 
lawyers fighting for greater freedoms of 
speech, and a blind activist revealing a 
regime of forced sterilizations and abor- 
tions. Each are modern parables meant to 
illustrate how individuals can successfully 
change government policies. Each person 
paid a price—Chen Guangcheng, the blind 
activist, remains in prison—but with rising 
prosperity, people have not only more to de- 
fend but more resources to fight back. 

Ultimately, however, Mr. Pan concludes, 
“The Communist Party is winning the bat- 


tle for the nation’s future.” Out of Mao’s 
Shadow depicts events that show political 
change does not necessarily come hand- 
in-hand with economic growth. The Party 
still bans any form of organized opposition 
as well as independent churches and labor 
unions. It has adapted to changing technol- 
ogy by investing in a sophisticated system 
of Internet censorship, and with the Par- 
ty’s power to determine which businesses 
succeed or fail, it has maintained leverage 
over an emerging class of business people. 
There is still no serious threat to Commu- 
nist Party rule, which Mr. Pan describes 
as “cynical, stable and nimble,” but “the 
struggle for the soul of a new China” is not 
over yet. In the end, it is plain that the fu- 
ture of China lies not just in the success or 
failure of its economic plans but also in the 
progress of its people, who bravely push 
the limits of what is allowed. 


DESCENT INTO CHAOS: 
THE UNITED STATES AND THE 
FAILURE OF NATION BUILDING 

IN PAKISTAN, AFGHANISTAN, 
AND CENTRAL ASIA 
by Ahmed Rashid 
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Viking Adult, 544 pages, $27.95 
EFORE 2001, AHMED Rashid was 
one of a handful of people who 


B could speak with authority to 
Western audiences about the movement, 
and later government, called the Taliban. 
Only a few journalists even bothered to 
visit Afghanistan, and of all of them, he 


probably had the best connections and 
sources within the movement. 
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The immediate period after 9/11 saw 
Mr. Rashid’s star ascend. Thanks to his 
bestseller Taliban, he became a house- 
hold name in America and was regularly 
called on by the media to pronounce on all 
matters related to the obscure and war- 
wracked country. Everyday Americans 
picked up the debate on the finer points 
of Islamic theology—jihad or ijtihad, dhim- 
mis or kafirs? 

More than happy to oblige the new 
market for regional expert manqués, Mr. 
Rashid quickly produced Jihad: The Rise 
of Militant Islam in Cen- 
tral Asia. Provocatively ti- 
tled, the book explored the 
murky world of Islamic re- 
sistance movements in Uz- 
bekistan and Tajikistan. It 
also greatly overstated the 
threat posed by these move- 
ments, thereby nurturing 
the war-on-terror anxiety 
that an even more obscure 
country full of people who 
hated us for some reason re- 
ally did exist. 

Mr. Rashid’s newest book 
benefits from the fact that 
he has been out of the spotlight for a few 
years. Descent into Chaos does not, how- 
ever, mark Mr. Rashid’s return to beat-re- 
porting. Instead, it is the work of someone 
who communes with President Hamid 
Karzai of Afghanistan in his palace gar- 
den and dispenses advice about whether 
to form a new political party. This has its 
narrative advantages at times, as the read- 
er is taken out to dinner to a Chinese res- 
taurant with Lakhdar Brahimi, U.N. envoy 
to Afghanistan, NYU Professor Barnett Ru- 
bin, and Ashraf Ghani, who went on to be- 
come the Afghan finance minister. 

The book’s original reporting is mostly 
on these high-level intellectual exchanges, 
with Mr. Rashid himself figuring as an ac- 
tive contributor to the exciting new world 
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after the Taliban. But he says little about 
the situation that would surprise anyone 
who has followed Afghanistan over the 
last five years. When he narrates the re- 
cent history of political events, he retreats 
into material that has already been report- 
ed publicly, as his footnotes reveal. The 
story itself, however, begs to be read and 
digested by policy makers whose attention 
has been elsewhere. 

As the buildup to the Iraq invasion be- 
gan, resources and patience for long-term 
projects in Afghanistan quickly evaporat- 

ed. The book is relentless 
in its criticism of former 
U.S. Defense Secretary 
Donald Rumsfeld’s choice 
not to integrate the mili- 
tary goal of tracking down 
al Qaeda with develop- 
ment and narcotics poli- 
cies. The NATO mission 
was almost in disarray, as 
each country’s contingent 
seemingly had its own set 
of priorities and operation- 
al limitations. The lack of 
follow-through on Bush’s 
promise of a “Marshall 
Plan for Afghanistan,” the book argues, 
has contributed greatly to the growing 
insurgency there. Mr. Rashid is particu- 
larly vehement in his condemnation of the 
“warlord strategy” adopted by the Penta- 
gon. These strongmen had interests in 
everything but the unity of Afghanistan, 
and they reminded the Afghan public of 
the pre-Taliban disorder. 

Mr. Rashid also details how American 
officials have held their noses as the IS}, 
Pakistan’s intelligence service, harbor the 
old Taliban and promote the new gener- 
ation of radicals. Once President Mush- 
arraf had settled into his role with us, not 
against us, it became clear that the Bush 
administration saw the choice as perma- 
nent, despite all evidence to the contrary. 


cm September 2008 





As early as the siege of Kunduz in Novem- 
ber 2001, Pakistan asked for and received 
permission from the U.S. to evacuate a few 
personnel from the field—and then flew 
out planeload after planeload of Taliban 
and Arabs. This was only the first inci- 
dent in what has been a long double game 
played by Pakistan. 

The book includes a few pages about Uz- 
bekistan and the other post-Soviet Central 
Asian states. The author focuses almost 
entirely on the events in Andijan in 2005, 
when Uzbek government forces shot into a 
crowd of protestors, killing hundreds. The 
chapter on Uzbekistan comes across as an 
afterthought, since the country does not fit 
well into the Afghanistan/Pakistan nexus, 
despite the presence of a small number of 
Uzbek militants in the Tribal Areas of Pak- 
istan. The emphasis on Islamic radicalism 
means that important issues like regional 
energy resources are ignored. 

The impact of the opium economy re- 
ceives due attention, but Mr. Rashid choos- 
es to limit the discussion of this essentially 
international issue to Afghanistan. He 
also does not pursue in any depth the sus- 
picion at an early stage (now an accepted 
fact) that Mr. Karzai was protecting drug 
kingpins and frustrating American drug 
eradication programs. The opium trade, 
even more than militant movements, has 
the potential to destabilize the wider re- 
gion. In Tajikistan, a population already 
shaken by a winter energy crisis has been 
growing more impatient with its corrupt 
elites, many of whom have a hand in the 
transit of heroin from Afghanistan to Rus- 
sia and Europe. Much of the well-being of 
Afghanistan and its neighbors will depend 
on whether the U.S. can work cooperative- 
ly with its allies to form a coherent narcot- 
ics policy. 

The book does make an excellent case 
for why Kashmir should be the place to 
begin solving regional problems. Kashmir 
was the original rallying point for Islamic 
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radicals—and the governments who tried 
to harness them. It was also the origin of 
the theory of “strategic depth,” in that Af- 
ghanistan would provide fallback territory 
for Pakistan in the case of an invasion from 
India. Solving the Kashmir issue once and 
for all would sideline the militants, and it 
would prevent Afghanistan from becom- 
ing another battleground between India 
and Pakistan. 

Even considering the book’s flaws, Mr. 
Rashid offers a fine overview of the events 
and strategic errors that led to the Taliban 
resurgence. It provides the necessary con- 
text to understand Gen. Musharraf’s recent 
ouster, the civilian coalition’s bickering, 
and the continuing violence in the regions 
along the Afghanistan-Pakistan border. 
The recent bombing of the Indian Embassy 
in Kabul has brought many of these issues 
to the fore. Not long after the bombing, the 
U.S. sent a delegation to Islamabad to pres- 
ent evidence it had (ostensibly wiretaps) of 
Isı officers organizing the bombing. The 
response by the new civilian government 
has been to say that there hasn’t been time 
to clean the 1s1’s house yet. The question 
remains whether they, any more than the 
military dictatorship, have the means or the 
motivation to do so. 


THE THREE FACES OF CHINESE POWER: 
MIGHT, MONEY AND MINDS 
by David M. Lampton 
University of California Press, 
361 pages, $55/$21.95 
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AVID LAMPTON PROVIDES a 
iD comprehensive outline for un- 
derstanding the dynamics of con- 
temporary China. Gracefully written, this 
study is based on the ever-growing litera- 
ture on China and interviews with a broad 





range of officials and public intellectuals. 
The result is one of the most thoughtful 
books on Chinese politics and policy to ap- 
pear in the past several years. 

Moreover, Mr. Lampton, a veteran Chi- 
na hand and professor at Johns Hopkins 
School of Advanced International Stud- 
ies, is also an advisor to Senator Barack 
Obama—another reason to pay attention. 
But this is no partisan policy brief. Mr. 
Lampton’s message is straightforward and, 
given the book’s title, may seem paradoxi- 
cal: China, plagued by overwhelming in- 
ternal problems and with 
a leadership consumed by 
threats to regime survival, 
isn’t yet in the superpower 
leagues—but it will be. 

To reach that con- 
clusion, Mr. Lampton is 
careful to define what he 
means by power. Power is 
more than brute force or 
coercion: “The exercise of 
power involves the pur- 
poseful use of resources to 
achieve goals efficiently.... 
A powerful nation is one 
that authoritatively sets its 
own agenda and well as the international 
agenda,” one that wins domestic and in- 
ternational support for its agenda and sees 
it through to implementation. And, point- 
edly, a powerful nation “desists from pur- 
suing policies that prove ineffective or 
counterproductive.” 

Mr. Lampton’s analysis goes further. He 
deconstructs power, proposing that we look 
at the notion from three angles in a Chinese 
context. First, “might,” or coercive mus- 
cle—the modernizing People’s Liberation 
Army. Second, “money,” or economic prow- 
ess—China’s economic growth and com- 
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mercial opportunity. And third, “mind,” or 
what Mr. Lampton calls “ideational power,” 
a concept very close to Joseph Nye’s “soft 
power”—a complex concept involving Chi- 
na’s technocratic leadership, diplomacy, 
culture and human talent. He then looks 
at China’s relations with its neighbors and 
provides an acute analysis of the domestic 
issues facing the regime. Finally, Mr. Lamp- 
ton outlines a pragmatic analysis of U.S.- 
China relations and policies. 

The chapter on “might” covers China’s 
military modernization in a straight-for- 
ward way, noting that the 
PLA’s modernization, with 
its emphasis on upgrad- 
ing air and naval forces 
for power projection and 
the development of space 
capabilities, will continue 
as China’s economic ca- 
pacity grows. To be sure, 
China’s military develop- 
ment has raised the secu- 
rity stakes in the region, 
and this is largely driv- 
en by a “Taiwan scenar- 
io.” Still, China is hardly 
a “peer competitor” with 
the U.S., and anyway it would be a stra- 
tegic error to see the relationship strictly 
in military terms. Mr. Lampton makes the 
important point that “China uses force as 
one note in a chord of three”—its growing 
economic and “ideational” notes are, in his 
view, even stronger. 

Indeed, the chapters on “money” and 
“mind” are the most thought-provoking 
sections of the book. The story of China’s 
booming economy is well known. China’s 
strength as a purchaser of big-ticket items, 
not to mention resources, gives it politi- 
cal clout. More importantly, Mr. Lampton 
points out, this gives the world’s suppliers 
a stake in China’s continuing success. As a 
seller, China is a powerhouse too, but, as 
Mr. Lampton emphasizes, much of China’s 
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export success is based on foreign invest- 
ment, and the country has few interna- 
tionally recognized brands. Additionally, 
China’s outward investment gives it influ- 
ence, but protests over labor practices in 
Africa and Latin America, along with bad 
political publicity associated with its drive 
for energy and other resources (e.g. Dar- 
fur) has not set well. Still, from an Asian 
perspective, China’s championing of the 
ASEAN+3 concept (which pointedly does 
not include the U.S.) and its participation 
in the World Trade Or- 
ganization ensures its 
status in the region and 
the world economy. 

China’s “ideational 
power” comes from a 
wide variety of sourc- 
es: the quality and skill 
of Chinese leadership 
and its ability to gen- 
erate support for its policies at home and 
abroad, China’s vast human resources 
pool, the attractiveness of its culture, and 
China’s ability to convince the world about 
its peaceful rise. Sometimes the virulent 
and xenophobic revanchist nationalism 
that the regime has promoted presents 
less than a peaceful face; like other ana- 
lysts, Mr. Lampton makes the point that 
this could prove a self-defeating “spear” 
pointed at the leadership if it is seen to be 
“weak in the face of external challenge.” 
But he also notes that since the late 1970s 
outside observers have consistently “un- 
derestimated what Chinese leaders could 
accomplish.” Looking at the talent pool of 
potential future Chinese leaders, he sees 
the potential for a skillful leadership well 
into the future. 

Part of that future has to do with Chi- 
na’s relations with its neighbors. China’s 
strategy here is one of reassurance. Skill- 
ful diplomacy and economic ties are part 
of the package. But a U.S. presence in the 
region provides a certain reassurance as 


[ China’s leaders are 


growing a supportive 
corporatist coalition of the 
middle class, intellectuals 


and the political elite. | 


well. Still, one concern around the region 
is the potential for a crisis which would 
force countries to make a choice between 
China or the U.S. No one wants that, and 
skillful leadership by both powers will be 
necessary to avoid such a dilemma. 

Another part of China’s future lies in 
the internal issues it faces. The regime 
acknowledges these problems: the envi- 
ronment, economic inequalities, an ag- 
ing population, gender imbalance, public 
health, corruption. Here China emerges 
not as anew power but 
as a poor, developing 
nation: Mr. Lampton 
makes the observa- 
tion that the “domes- 
tic agenda will occupy 
[the leadership] for de- 
cades to come.” Indeed, 
he writes China’s de- 
mands are huge; the 
system “is hovering on the brink of over- 
load, it is under-resourced, institutional 
capacity is anemic and isolation is not an 
option.” 

All of this leads to a leadership obsessed 
with social stability. The focus, however, 
is not entirely on repression of dissidents, 
suppression of civil society and draconi- 
an controls on information. China’s lead- 
ers are also actively designing policies to 
grow a supportive corporatist coalition 
of the middle class, intellectuals and the 
political elite as they attempt to deal with 
regional inequalities and corruption. The 
stakes are high, and Mr. Lampton is opti- 
mistic; a recent Pew International public 
opinion survey in urban China indicates 
general satisfaction with China’s current 
track. The recently concluded Beijing 
Olympic Games, aimed at showing the 
leadership’s skill in organizing a stunning 
demonstration of China’s world power sta- 
tus not only to foreign audiences but, more 
importantly, to China itself, surely bolsters 
their credentials and power. 
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Finally, in the chapter “What Chinese 
Power Means,” Mr. Lampton turns to the 
meaning of China to the policy communi- 
ty. China poses challenges, but it is not an- 
other Soviet Union contending for world 
leadership even as its comprehensive na- 
tional power grows. The focus of China’s 
leadership is on domestic development. 
Solving many world problems—food, re- 
source depletion, environment—requires 
China’s participation, but also U.S. lead- 
ership. Seeing the relationship only in 
terms of “might” and ignoring “money” 
and “mind” would be a strategic blunder. 

As Mr. Lampton notes, both China and 
U.S. have made a “double gamble.” The U.S. 
has bet that China will become a “respon- 
sible stakeholder.” In turn, China has bet 
that the U.S. won’t frustrate but may even 
contribute to China’s growth. So far there 
have been good payoffs for both sides. Mr. 
Lampton concludes that both the U.S. and 
China, indeed, the world, should “do all 
within their power to increase the odds 
that these were the right wagers to make 
for a better world.” 

Certainly one would hope so. But can 
we be so sanguine? Certainly one part of 
the answer can be found in how the regime 
handles China’s internal contradictions. 
The People’s Republic, like other societ- 
ies subjected to Leninist rule, is kept un- 
der political pressure. And, Mr. Lampton 
notes, social upheavals have marked mod- 
ern Chinese history, and the potential for 
disorder is never far below the surface. As 
China’s economic and social reforms have 
continued, bringing good times to many, 
so too societal controls have slipped. The 
pressures built by contemporary injustic- 
es and resentments is explosive. The re- 
gime understands indeed the disturbing 
potential of a single spark; they have good 
reasons to worry about the slightest leak 
unsettling “social stability.” 

But what to do? Suppression is one op- 
tion. Channeling this energy into nation- 
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alism is another. In other words, much of 
the regime’s power is directed not against 
the outside but at the volatile domestic 
scene—exemplified, perhaps uninten- 
tionally, by the cover of the book, a pho- 
tograph of grim-faced internal security 
cops learning to police the Internet. The 
Games showed one smiling face of China 
power. But perhaps only when the regime 
no longer fears for its legitimacy and the 
frowning faces of those young policemen 
become history will China’s true power 
and status be realized. 


THE BIN LADENS: 
AN ARABIAN FAMILY 
IN THE AMERICAN CENTURY 
by Steve Coll 
Penguin, 688 pages, $35 
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Reviewed by SADANAND DHUME 


N THE FACE of it, few alliances 
are as unlikely as that between 
the United States and the King- 
dom of Saudi Arabia. One is the world’s 
oldest democracy, the other a secretive 
monarchy. One celebrates individualism 
and champions human rights; the oth- 
er mandates an austere understanding 
of Islam’s collective responsibilities, and 
enforces perhaps the harshest policies to- 
ward women and religious minorities on 
the planet. The U.S. spearheads the War 
on Terrorism, now entering its eighth 
year. Meanwhile its ostensible ally, with 
its staggering oil wealth and control of 
Islam’s holiest sites, promotes the funda- 
mentalist outlook shared by Islamist ter- 
rorists from Morocco to Mindanao. 
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The best known terrorist group with a 
Saudi pedigree is, of course, al Qaeda. Fif- 
teen of the 19 hijackers who participated in 
the 9/11 attacks were Saudi nationals. Osa- 
ma bin Laden himself is a product of an elite 
Jeddah high school and a scion of one of the 
kingdom’s great fortunes. In many ways bin 
Laden has come to symbolize Islam’s trou- 
bled encounter with the West, but his story 
in fact represents only one bloody strand of 
a complex fabric. To put things in perspec- 
tive, there’s no better place to start than 
Steve Coll’s magisterial history of the Arab 
world’s most famous busi- 
ness dynasty. 

Modern Saudi Arabia 
was founded in 1932 by 
Abdulaziz ibn Saud. His 
conquest of the Arabian 
peninsula over the preced- 
ing two decades depended 
upon a nearly 200-year-old 
alliance between his clan 
and the descendants and 
followers of Muhammad 
ibn Abd-al-Wahhab, an 18th 
century Islamic scholar. 
The rudiments of their pact, 
which endures to this day, 
gave the Al-Sauds untrammeled political 
power in return for enforcing Wahhabi 
orthodoxy on the country’s spiritual and 
cultural life. Wahhabis, also called Salaf- 
is, practice what they regard as the purest 
form of Islam. In emulation of the prophet 
Muhammad and his earliest companions 
they reject art, music and adornment, 
and are deeply suspicious of most modern 
technology. 

Mohamed bin Laden arrived in Jed- 
dah around 1925 as a penniless teenage 
migrant from Yemen’s arid Hadhramawt 
valley. Illiterate but resourceful and hard 
working, he had a knack for organizing 
men and an ability to ingratiate himself 
with the kingdom’s rulers. Over time he 
established himself as a reliable contrac- 
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tor. His first big break came in 1950 when 
Abdulaziz named him Director-General 
of Construction Works. As Saudi Arabia’s 
economy expanded, the bin Laden fortune 
fattened on no-bid contracts for palaces, 
highways and mosques. With wealth came 
a growing family. At the time of his death 
in a plane crash in 1967, Mohamed bin Lad- 
en had fathered 25 sons and 29 daughters 
from 22 wives. Two of the boys—the el- 
dest, Salem and No. 17, Osama—would 
come to embody the contrasting pulls and 
pressures faced by wealthy Saudi Arabi- 
ans in the latter half of the 
20th century. 

Salem bin Laden (1946- 

88) was groomed from 
the start for leadership, 
packed off to an English 
boarding school at the age 
of 12. When he was bare- 
ly 21 years old his father’s 
death left Salem responsi- 
ble for the sprawling clan. 
A larger than life figure, he 
had the ability to flit effort- 
lessly between Swiss ski re- 
sorts, Texan mansions and 
the salons of his family’s 
royal patrons. Under his leadership the bin 
Laden fortune would continue to swell. But 
what stands out in Mr. Coll’s richly detailed 
portrait is not the world of Panamanian 
holding companies, Liberia-registered cor- 
porations, real estate investments in Flori- 
daand construction contracts in Mecca and 
Medina. Rather, it is Salem the bon vivant 
and madcap dreamer. 

As a student in England, Salem devel- 
oped a taste for Flying Dutchman pipe to- 
bacco and a lifelong devotion to schmaltzy 
pop tunes. You Are My Sunshine was a 
particular favorite. He pursued wom- 
en as ardently as his father. At one point 
he proposed simultaneously to four girl- 
friends—English, German, American and 
French. He intended to house them all in 
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a compound in Jeddah, each with her own 
house flying her country’s flag, and with 
a car—a Rolls-Royce, a Mercedes and so 
on—reflecting her provenance. He could 
be crude; handing out cash to young West- 
ern women gave him a particular thrill. 
He was also a sentimentalist. Unsure of 
his birthday, he used Valentine’s Day as 
a proxy. When it came to America, Salem 
could not get enough. His visits were fre- 
quent, and his purchases included Lear- 
jets, Lincolns, Tabasco sauce in bulk and 
large quantities of decorative cacti from 
the southwest. 

A dozen or so years younger than Sa- 
lem and born to a different mother—a 
Syrian married at 14 
and divorced by Mo- 
hamed before she 
turned 18—Osama nev- 
er quite developed the 
same comfort with the 
West. Instead of study- 
ing overseas, Osama 
enrolled in Jeddah’s 
prestigious Al-Thaghr 
Model School, where his contemporaries 
included several Al-Sauds. In the 1960s, 
Saudi Arabia had begun welcoming an 
influx of teachers and intellectuals flee- 
ing the socialist Gamal Abdel Nasser’s 
crackdown on the Muslim Brotherhood 
in Egypt. The Brotherhood and the Wah- 
habis, though they differ on important 
details, share the core belief that every as- 
pect of society and the state must conform 
to Shariah law. 

Osama joined a Brotherhood cell as a 
15-year-old in high school. In matters of 
orthodoxy his standards were exacting 
from the start. At soccer practice he would 
chide friends for wearing shorts rath- 
er than long pants. He refused to shake 
hands with women, and averted his eyes 
if an unveiled woman happened to open 
the door of one of his brothers’ homes. He 
absented himself from his graduating class 
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photo; photography was akin to idolatry. 
He rejected music for competing with Ko- 
ran recital. Rather than be tempted by pre- 
marital sex, at the age of 17 he acquired his 
first wife, a 14-year-old cousin. His politi- 
cal outlook took on a similarly rigid cast: 
Every Muslim, he came to believe, must 
hate Jews, Christians and Americans. 

By now the well-known contours of 
Osama’s adult life have acquired an aura 
of inevitability—the participation in the 
anti-Soviet jihad in Afghanistan, the rift 
with the Al-Sauds over their decision to 
allow U.S. troops to defend them against 
Saddam Hussein during the first Gulf 
War, the brief sojourn in Sudan, the alli- 
ance with the Taliban, 
and the post-9/11 turn 
as a fugitive, most like- 
ly in Pakistan. Mr. Coll 
speculates that things 
might have turned out 
differently but for Sa- 
lem bin Laden’s un- 
timely death while 
piloting a plane in Tex- 
as in 1988. By force of personality, and con- 
trol over the purse strings, Salem had held 
together the bin Laden clan’s secular and 
religious factions. Perhaps he would have 
persuaded Osama to give up jihad once the 
Soviets had been driven out of Afghani- 
stan. Perhaps he would have convinced his 
brother of the folly of targeting the U.S. 
mainland. 

Either way, the contradictions in the 
U.S.-Saudi relationship ran too deep to 
have been papered over forever. With the 
end of the Cold War, the antipathy toward 
communism that bound the two countries 
faded. In the meantime, thanks to the ease 
of international travel and the diffusion of 
technology—just about anyone can learn 
how to rig a crude bomb set off remotely 
by cell phone—the disposition of a coun- 
try’s people has acquired nearly as much 
importance as that of its government. At 
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a popular level, the Internet allows ordi- 
nary Saudis and Americans to peer into 
each other’s lives as never before. Many 
don’t like what they see. 

Salem bin Laden inhabited a world 
where a wealthy Saudi could boogie the 
night away in a Swedish disco and then 
hop on a plane to ferry cash to his jihadist 
brother in Peshawar. For today’s Saudis, 
the choice between a medieval belief sys- 
tem and a modern lifestyle, between Wah- 
habism and the West, is much starker. The 
kingdom’s charities and front groups have 
come under scrutiny, as has the influence 
of Saudi-funded mosques from Bradford to 
Bangladesh to Brunei. In the 20th century, 
the U.S. had good reason to be endlessly 
gentle with, and often supportive of, its re- 
calcitrant ally. The 21st century promises 
a rather different approach. 


CHINA’S GREAT TRAIN: 
BEIJING’S DRIVE WEST AND 
THE CAMPAIGN TO REMAKE TIBET 
by Abrahm Lustgarten 
Times Books, 320 pages, $26 
wee 


Reviewed by RON GLUCKMAN 


N JULY 1, 2006, the first train 
rolled out of Beijing, bound for 

the “Rooftop of the World.” Chi- 
nese media coverage was justifiably hys- 
terical. As the train roared towards Tibet, 
it embodied, for the Chinese, the ultimate 
achievement against all odds. Beijing 
hyped the world’s highest altitude railway, 
a $4.2 billion line that not only defied skep- 
tical experts, but dazzled engineers and 
train buffs around the globe. The contro- 
versial train also delivered on a half-cen- 
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tury Chinese dream, connecting its last, 
most isolated outpost to Beijing. Critics 
said it signaled the demise of Tibet. 

Less than two years later, navigat- 
ing the monumental hype and notoriety, 
American investigative reporter Abrahm 
Lustgarten has rolled out an exhaustive 
account of the train construction that has 
equally lofty literary goals. 

Providing broad perspective on a train 
initially proposed half a century ago by 
Mao, Mr. Lustgarten, a former Fortune 
writer, expertly takes readers back to 
that turbulent period, when Beijing first 
overwhelmed and began to assimilate Ti- 
bet into the People’s Republic of China. 
He details how a railroad many believed 
could never be built was launched in the 
1970s, only to be abandoned soon after in 
the chaos following the Cultural Revolu- 
tion, tracks petering out upon the Qinghai 
Plateau. He then provides a colorful ac- 
count of the revival of the revolutionary 
rail line, and its astonishing construction 
this decade. 

But this book is not ticketed exclusively 
for train buffs. While Mr. Lustgarten skill- 
fully portrays the personalities driving 
this remarkable railroad, providing some 
of the best insight yet on the construction 
and mishaps along the way, the railway 
serves as the thread to a tale about the 
greater transformation of Tibet, and the 
clash between its rich culture and China’s 
quest to impose central control upon this 
ancient land. 

Mr. Lustgarten first visited Tibet in 
2002, but notes a long interest in the re- 
gion dating back to encounters with the 
exiled leader the Dalai Lama while he was 
still a child. He says that he is “not a train 
aficionado at all—I think of it as more a 
political/globalization book than a train 
book.” Indeed, the book is subtitled “Bei- 
jing’s Drive West and the Remaking of Ti- 
bet.” The author’s overarching aim is to 
provide the big picture, putting the train 
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into context as just another stitch—albeit 
a powerful and monumentally expensive 
one—in China’s relentless drive to sew to- 
gether all its contentious regions. 

Told in epic style, with a dazzling ar- 
ray of characters flitting in and out of the 
story, his challenge is to juggle all the per- 
sonalities effectively. One senses that Mr. 
Lustgarten is up to the task, particularly 
in the middle section, when he is com- 
pletely on track, detailing the extreme 
challenges of construction across perma- 
frost, unique terrain that 
freezes and thaws unpre- 
dictably. Nearly half of the 
line runs over this unstable 





ground service at all.” Instead, Mr. Zhao 
elevates the railway “for a total of nearly 
105 bridged miles in all, a seventh of the 
entire route,” Mr. Lustgarten writes. “The 
bridges would run like endless viaducts 
across flat ground and look a lot like the 
Disney monorail running across the sur- 
face of the moon.” 

This is Mr. Lustgarten at his best, the 
descriptions both vibrant and concise, 
leaving it to the railroad men themselves 
to propel the story along. The author sprin- 
kles the account with 
arresting facts on the 
soaring cost of the line, 
which was more than a 


ground, at altitudes nev- 
er before broached. Faced 
with landslides and stag- 
gering seasonal shifts, not 
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billion dollars over bud- 
get, and the questionable 
casualties that occurred. 
Officially, China claimed 





to mention the future, un- 
fathomable impact of global 
warming, the construction 
zone crackles with tension, 
as Beijing cracks a whip to 
complete the line in record 
time. 

This is by far the best 
part of the book, and Mr. 
Lustgarten shows an unusually deft touch 
in his literary debut. He takes us up close 
to the decision makers, gambling on tech- 
niques never before tried in a desperate 
race to run track over some of the world’s 
tallest mountains. One method uses pipes 
filled with ammonia, which bubble to gen- 
erate heat; as it turns to gas, the cooling 
effect refrigerates and keeps the ice solid. 

“Where the permafrost posed its most 
lethal threat,” Zhao Shiyun, the young rail- 
way boss, opted for risky but dynamic ap- 
proaches. Perhaps the most engaging of all 
the characters, he’s profiled in the chap- 
ter titled “The Gambler.” A bridge designer 
who had never worked on a railroad, he 
boldly tackles the toughest terrain, decid- 
ing “to keep the railway from touching the 
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only one deadly accident 
during construction. 
This contrasts with the 
thousands who died con- 
structing a highway over 
much the same route in 
the 1950s. But rather than 
attack the official conten- 
tion, he simply reports the 
contradictions, as confided to him by those 
close to the construction. 

This is also reporting at its best, and in 
the toughest conditions. The entire project 
was closed to foreign reporters. Mr. Lust- 
garten made several trips to Tibet soon 
after it started in 2001, always posing as 
a tourist. “I was denied any formal assis- 
tance,” he notes. Yet he haunted the halls of 
the China Academy of Sciences, befriended 
solid sources, tracking down railway engi- 
neers and got them to open up. 

Unfortunately, this lively first-hand re- 
porting is buried deep in a book that begins 
with an expansive discussion of a half-cen- 
tury of Chinese occupation and repression 
on the Tibetan plateau. There is nothing 
wrong with this approach or topic, except 
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that the Chinese treatment of Tibet has 
been covered for decades and in much bet- 
ter detail, especially since Mr. Lustgarten 
so often relies on human rights reports. 

Hence, the first half of the book lumbers 
along, as Mr. Lustgarten carefully builds a 
case on behalf of the Tibetans who, with- 
out a doubt, have much to lose and little to 
gain by the construction of a railway that 
will likely flood the region first with Chi- 
nese workers and later with Chinese tour- 
ists and products. 

But the overwrought political agenda 
weighs down an otherwise thrilling ac- 
count of an unprecedented construction 
project that took Tibetan land and provid- 
ed little local employment. Mr. Lustgarten 
would have done better to make his case 
subtly along the way, leaving the undeni- 
able marvel of this train, and China’s monu- 
mental gamble to propel this slow-starting 
story into a real runaway-train tale. 


SEA OF POPPIES 
by Amitav Ghosh 
Penguin Viking, 515 pages, Rs 600 
Te" 


Reviewed by SAMANTH SUBRAMANIAN 


T TAKES AN unusually keen eye 
to see how spectacular histori- 

cal and economic trends shaped 
an average life, and the keenest of those 
eyes must belong to Amitav Ghosh. In his 
first experiment of this sort of literary 
archaeology, In An Antique Land (1992), 
he sifted through sketchy layers of mar- 
itime and trade history to build improb- 
ably thorough biographies of a forgotten 
12th-century merchant and his subaltern 
slave. His boldest experiment, though, has 


just begun. 


ave Mr. Subramanian is a journalist based in New 
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Mr. Ghosh’s latest novel is the first epi- 
sode of what promises to be a staggeringly 
detailed, truly epic trilogy, set in a time of 
fascinating flux. This is 1838, the threshold 
of the first Opium War, when Great Britain 
battled to preserve its lucrative narcotics 
market in China, and the Chinese, in turn, 
sought to stamp out the corrosive drug. It 
would have been easy, especially for an ac- 
ademic like Mr. Ghosh, to gravitate toward 
the telling of those political intrigues and 
of the opium trade itself. Instead, in the 
best traditions of historical fiction, Sea of 
Poppies keeps its focus on its large cast of 
characters, letting the history tell itself 
through their lives and deaths. 

If there is a single protagonist, it is 
Zachary Reid, a half-black American 
who, through a fearful concatenation of 
circumstances, finds himself command- 
ing the lascar crew of a slave ship called 
the Ibis. The lascars, an ethnic potpourri 
of sailors, speak a delicious pidgin of their 
own, which Mr. Ghosh mischievously, and 
also sensibly, allows us to translate for our- 
selves. The Ibis picks its lascars up in Cape 
Town, on its way to Calcutta, where it will 
be refitted to transport an army of bonded 
laborers to the plantations of Mauritius. 

That voyage begins well after three- 
quarters of the book is finished, and Mr. 
Ghosh uses that space magnificently. With 
both humanity and humor, he gives us the 
stories of Deeti and Kalua, running away 
from the village; of the Raja of Raskhali, 
a nobleman turned prisoner; of Paulette 
Lambert, a Colonial daughter looking for 
a new life; of Jodu, a scallywag aspiring 
to become a lascar; of Baboo Nob Kissin, 
an accountant undergoing an odd spiri- 
tual metamorphosis; and of at least half a 
dozen more minor players. These are deep, 
insightful portraits, not only of the charac- 
ters but also of the broader social classes of 
the British Raj that they are drawn from. 

Simultaneously, and almost inconspic- 
uously, Mr. Ghosh is engaged with a big- 
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ger picture, mapping out the long trail of 


the opium trade as surely as if it were a 
river. Indeed, Sea of Poppies begins at the 
riverhead, in Deeti’s small 
poppy-farming village, one 
of many such in the state of 
Uttar Pradesh. Deeti’s hus- 
band works at the opium 
factory in Ghazipur, a 45- 
acre facility that Mr. Ghosh 
describes in spellbinding de- 
tail: the perpetually stoned 
monkeys living just outside, 
the consistency of raw opi- 
um gum, the fine measure- 
ments of “this most lucrative 
of the British Empire’s prod- 
ucts.” Incidentally, that fac- 
tory still exists today, the 
world’s largest legal opium manufacturer 
for the pharmaceutical industry. 

The opium travels from Ghazipur, and 
other factories, to a port like Calcutta, a 
city teeming with the hugely seductive 
chaos and activity that usually come with 
rampant capitalism. As the Ibis awaits 
its launch, Mr. Ghosh’s players flit in and 
out of royal palaces, markets, colonial 
mansions, the Lalbazar and Alipore jails, 
temples, courtrooms, the raucousness of 
Diwali, kitchens and brothels, returning 
inescapably to the Hooghly River, Calcut- 
ta’s snaking exit to the sea. With this and 
with his other books—The Calcutta Chro- 
mosome, The Shadow Lines—Calcutta has 
become to Mr. Ghosh what Bombay be- 
came to Salman Rushdie, a city that he 
returns to in geography as well as time, 
reconstructing its history afresh for him- 
self with tenderness and passion. 

When the Ibis finally embarks on its 
journey, Mr. Ghosh throws himself with 
renewed zeal into the creation of this self- 
contained, floating world. Events develop 
in fifth gear. Shipboard intrigues, always 
matters for sordid relish, begin to turn the 
passengers against the crew and even the 
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crew against themselves. Sea of Poppies 
ends in the sort of mindset that is usually 
seen in an HBO series’ season finale, with 
a cliffhanger of an episode 
that leaves us reaching into 
empty space for more. 
Talking about his work 
to an interviewer recent- 
ly, Mr. Ghosh quoted the 
American novelist Her- 
man Melville: “To produce 
a mighty book, you must 
choose a mighty theme. No 
great and enduring volume 
can ever be written on the 
flea.” We are all fleas to that 
mightiest of themes, hu- 
man history. But by choos- 
ing wisely his theme as 
well as his fleas, and by writing superbly 
on both, Mr. Ghosh has produced a truly 
mighty novel. 


CHINA’S NEW CONFUCIANISM: 
POLITICS AND EVERYDAY LIFE 
IN A CHANGING SOCIETY 
by Daniel A. Bell 
Princeton University Press, 
240 pages, $26.95 
—~cCo™—v_~ 


Reviewed by APRIL RABKIN 


HERE WAS NOTHING politically 
conservative about Confucius. To 
conflate his teachings with em- 
pirical despotism is as crude as equating 
the Beatitudes with Roman Catholicism. 
Those are the implications of a new book 
by Daniel A. Bell, who teaches political 
philosophy at Tsinghua. 

Mr. Bell is a true believer. The revival of 
Confucianism in Communist Party rheto- 


=» Ms. Rabkin is a Beijing-based free-lance 
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ric has great potential, he says, even if it’s 
not always based on accurate interpreta- 
tion. It’s enough to inspire Sinologists to 
dust off their copies of the Analects to start 
their own version of a Bible study group— 
almost. Mr. Bell stops just short of endors- 
ing a proposal to restore Confucianism as 
state ideology with its own branch in a tri- 
cameral government. 

That proposal is from Jiang Qing, a Chi- 
nese scholar who wears traditional Ming 
dynasty clothing and has been called an 
anti-Western “Con- 
fucian Fundamental- 
ist.” He has worked out 
constitutional alterna- 
tive to both socialism 
and imported Western 
democracy. He aims it 
at the current regime’s 
“crisis of political le- 
gitimacy.” Though Mr. 
Bell’s critique of Mr. Jiang is too hastily 
tacked on to the end of the book for it to 
make sense to laypeople, it 1s interesting 
to hear that Confucian fundamentalists 
do exist. 

For a book on ancient political philoso- 
phy, China’s New Confucianism is certainly 
provocative. Almost every Westerner who 
has done business in China has wondered 
why karaoke is so popular. And any West- 
erner who has ever seen scantily clad wom- 
en parade past red-vinyl booths in what 
they mistook for “just a karaoke bar” has 
wondered why paid sex is often preceded 
by singing duets. Mr. Bell brings it all home 
to Confucius and his view of music as a ve- 
hicle for morality. His disciple Xunzi said, 
“When music is used to guide and regulate 
the desires, there is enjoyment but no dis- 
order.” As to extramarital sex, monogamy 
has never been a part of Confucian moral- 
ity. Mr. Bell would do well to address other 
questions: Was monogamy just a Western 
import along with Marxism? Is the Confu- 
cian revival bringing polygamy back into 


| Why is paid sex in China 
so often preceded by 
karaoke? Xunzi said that 
when music guides desires, 


there is no disorder. | 


style? And considering that Confucius was 
fine with polygamy, what was his view on 
prostitution? 

Likewise Mr. Bell successfully draws 
readers into the Analects by answering 
questions by answering questions they can 
relate to modern lives: Why do theft rates 
spike before the Chinese New Year? Be- 
cause filial sons and daughters feel obliged 
to bring gifts to their parents. Why do 
maids want to be treated more like fam- 
ily members than employees? Because a 
basic tenet of Confu- 
cianism is that moral 
life is possible only in 
the context of affective 
personal relationships. 
Legal rights as we know 
them, designed to pro- 
mote equal respect and 
fairness, can compete 
with those sentimental 
ties. Mr. Bell even explains the phenom- 
enon of top tier officials in the Communist 
Party dying their hair black. He finds an 
answer in Mencius, a passage stating that 
“white-haired people” should be cared for 
rather than employed in hard work. 

Mr. Bell succeeds in using Confucian- 
ism to explicate everyday phenomena, but 
he is most convincing in political theory, 
for instance in his examination of “harmo- 
ny”—which many Westerners hear as dou- 
bletalk for “conformity” or “submission.” 
“Left Confucianism,” he says, obligates 
intellectuals to criticize bad governments 
and obligates the state to provide for the 
material well-being of the people. Such 
values originated in Confucianism before 
it became state orthodoxy. Later, as rulers 
adapted Confucianism, they combined it 
with Legalism, China’s other main politi- 
cal ideology. 

Although Confucianism often takes the 
blame for justifying “authoritarian nation- 
alism,” the real fault lies in Legalism. Le- 
galism and Confucianism were, in many 
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ways, opposing philosophies stemming 
from a common tradition. Legalism meant 
harsh laws and punishments to coerce 
people into obedience. Confucianism, on 
the other hand, tried to coax people into 
behaving harmoniously through ethical 
leadership and ritual. 

“There is an inverse correlation be- 
tween the use of punishments and the use 
of rituals in society,” Mr. Bell writes. But 
rituals only have the intended moral effect 
if they involve emotional expression. The 
legacy of rituals meant to train people in 
harmony and morality would adapt to and 
even survive communism. From here, we 
can plausibly trace phenomena such as the 
civility campaign and 
the mass games back 
thousands of years. This 
even sheds light on the 
Olympic opening and 
closing ceremonies. 

In the end, Mr. Bell’s 
freshest arguments are 
about hierarchical rit- 
uals. Western liberals 
think of them as coercive and beneficial 
only to rulers of feudal states. But accord- 
ing to Xunzi, rituals “benefit the weak and 
the poor, those who would fare worst in 
a ‘state of nature,” and they “protect the 
humble” especially if they bring together 
people from different levels of power and 
status. Mr. Bell adds, “Hierarchical ritu- 
als can limit the powerful and protect 
the interests of the disadvantaged.” From 
mealtime manners to teacher-student and 
boss-worker relationships, rituals cre- 
ate caring and empathy where otherwise 
there might be strife. 

It is no coincidence, he argues, that Ja- 
pan and South Korea—societies that have 
held onto the most traditional Confucian 
hierarchical rituals—are among the indus- 
trialized Asian countries with the most 
economic equality. His theory is that with 
these rituals, the rich and powerful don’t 
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have to chest-beat in other ways. The ritu- 
als do it for them. Some hierarchical ritu- 
als that put the powerful in contact with 
the weak actually bring about fairness in 
other realms. 

In another section, Mr. Bell plays out a 
hypothetical conversation between Confu- 
cius and a modern professor about “harmo- 
ny” and the value of direct public criticism. 
While students at Oxford fight it out in 
dog-eat-dog debates, Tsinghua students 
often reserve their strongest criticisms 
for private emails. The Chinese aversion 
to direct intellectual confrontation begins 
to make sense within the context of Con- 
fucianism and then by extension, surpris- 
ingly enough, so does 
the rationale behind 
China’s authoritarian 
politics. 

And so Mr. Bell pres- 
ents the “left Confu- 
clanism” as a solution 
to the much-discussed 
ideological vacuum in 
Chinese society and 
leadership today. But he doesn’t agree with 
Yu Dan, a professor at Beijing Normal Uni- 
versity who has become the most famous 
face of the Confucian revival. Her class- 
es and those of other Confucian scholars 
have been packed, and her books have 
been runaway bestsellers. Starring in a 
ccTv educational program on Confucian- 
ism made her a household name. Mr. Bell 
argues, however, that Ms. Yu depoliticizes 
the Analects, creating a kind of pop Con- 
fucianism, better meant for the self-help 
aisles than philosophy or political theory. 
One of the reasons she has been convinc- 
ing, he adds, is that her gender is unstated 
evidence in itself that Confucianism isn’t 
so bad for women. 

Apparently, what has struck a chord 
with university students and television 
viewers turns out to be “supermarket Con- 
fucianism.” The figurehead of the Confu- 
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cian revival is picking and choosing, and 
then hiding the passages that don’t appeal 
to censors and her sponsors within the 
state media. However, Mr. Bell’s critique 
of Yu Dan’s Party-approved televangelism 
holds true for his own interpretation of the 
Analects: He also ignores Confucianism’s 
darker side. The chapter on karaoke and 
prostitution turns out to be his only foray 
into the role of sexual hierarchies in Con- 
fucianism. For thousands of years passag- 
es of the Analects were called up to force 
women’s submission to their fathers, hus- 
bands, and sons, and of everyone to state 
officials. How do they show up in modern 
Chinese society, and how do they fit into 
the revival? Certain objectionable passag- 
es are entirely absent from Mr. Bell’s anal- 
ysis. The reader is left with bright insights 
into modern China, but also the suspicion 
that certain questions have been swept un- 
der the rug. 


CHINA DURING THE GREAT 
DEPRESSION: MARKET, STATE, AND 
THE WORLD ECONOMY, 1929-1937 
by Tomoko Shiroyama 
Harvard University Press, 

350 pages, $45 





Reviewed by DENIS MCMAHON 


IVEN THAT CHINA’S early 20th 
century history is a litany of di- 

saster and tragedy, it’s perhaps no 
surprise that the Great Depression doesn’t 
register as the sort of epoch-defining event 
for the Middle Kingdom as it does for the 
West. Not only was China of the 1930s on 
the peripheries of the global economy, but 
the sequence of invasion, natural disaster 
and civil war that framed the economic 
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downturn lays greater claim to shaping 
the country’s trajectory. And whereas the 
Keynesianism which came to dominate 
mainstream Western economic thought 
for decades is deeply rooted in the experi- 
ence of failed markets in the Depression, 
it’s more difficult to find a similar link with 
the defining economic events for post-war 
China—communization, the Great Leap 
Forward and the Cultural Revolution. 

So Tomoko Shiroyama tries to break 
new ground by asserting that the Depres- 
sion was actually a pivotal moment in the 
development of China’s polity. Drawing on 
data from firms and banks in the Yangtze 
Delta, this book shows how China’s depen- 
dence on global demand meant the cot- 
ton-spinning and silk-weaving industries, 
centered on Shanghai and the agricultur- 
al base in the surrounding hinterland that 
supported it, were ravaged by the Depres- 
sion. According to Mr. Shiroyama, an as- 
sociate professor of economic history at 
Tokyo’s Hitotsubashi University, this in 
turn sparked a “watershed in the mak- 
ing of modern China,” in which the rela- 
tionship between politics and economics 
was redefined in favor of activist inter- 
vention as the government abandoned its 
traditionally laissez-faire approach to the 
economy. 

While certainly illustrating how the 
government moved to a more hands-on 
approach toward the end of the 1929-37 
period it covers, the book falls short of 
showing how this shift had lasting rami- 
fications—perhaps understandable given 
the magnitude of the task. While the Com- 
munists were inclined toward a central- 
ly planned economy, it may be a bit of a 
stretch to trace it back to this period. And 
although a stronger case may be made for 
similar tendencies among the Nationalists 
upon arrival in Taiwan, that case isn’t de- 
veloped here. 

Thankfully, that doesn’t detract from 
the book. Stripped of grandiose mission 
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statements, it is athorough and interesting 
historical account of the workings of Chi- 
na’s financial system during the last great 
period of globalization, one that is more 
familiar in many ways than the opaque 
economic bureaucracy that replaced it 
over the last 60 years. It is this timeless- 
ness that the author seems to stumble 
across in the book’s conclusion. “The so- 
lutions devised by prewar policy makers 
are not just of historical interest but may 
be pertinent to today’s economies as well,” 
reads the last line of the book. 

Maybe. But its real value comes from 
the parallels it raises with modern-day 
China. While not explicitly drawn by the 
author, for students of 
contemporary China’s 
monetary policy, Chi- 
na During the Great 
Depression is a train- 
spotter’s delight. Both 
periods deal with simi- 
lar problems—negative 
real interest rates, prop- 
erty bubbles—while, for 
the most part, approaching them from op- 
posite directions: As one gradually moves 
toward liberalization, the other imposed 
greater regulation to lessen its exposure to 
market fluctuations. Most notable of these 
is the Depression-era battle by China’s bu- 
reaucrats against capital flight and the loss 
of export competitiveness in the face of an 
appreciating currency base, both reflected 
in the preoccupations of their 21st century 
counterparts. Even as the reverse threat- 
ens China’s economic stability today, 
with hot money gushing into the country, 
Beijing seems less concerned with the in- 
flationary effect of this trend than with its 
potential to turn around with a great suck- 
ing sound. 

For a world always looking for insight 
into what shapes the thinking of China’s 
economic leadership, it would be conve- 
nient to think that the Depression was 
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the source of formative lessons. That may 
be drawing a long bow. For one thing, 
Beijing’s well documented fear of uncon- 
trolled capital flows is born of the 1997 
Asian Financial Crisis, not the experienc- 
es of the former Nationalist government. 
On the contrary, any similarities between 
the era described by Mr. Shiroyama and 
contemporary times are likely little more 
than curiosities. And while there may be 
an element of historical continuity, it can- 
not lay claim to influencing the decision 
makers of the modern era. 

Ultimately though, the book’s style lets 
itself down. While the material has the po- 
tential to be a ripping yarn—particularly 
the story of how and 
why China delinked 
its currency from the 
silver standard—the 
delivery gets bogged 
down by an academic’s 
preoccupation with 
minutiae. Production 
totals and inventory 
levels that should be 
left to graphs and charts are spelled out 
in great detail in the text. And the reader 
is further alienated by the use of such ar- 
cane measurements as “piculs,” a unit of 
silk production which does little to give 
the modern audience a sense of how much 
silk was actually produced. Having been 
born out of a university thesis, the book is 
clearly well researched but seeks to cover 
the breadth of industry and finance around 
Shanghai, when a more focused approach 
would better serve the reader. 

All told, China During the Great Depres- 
sion is an interesting snapshot of capitalism 
with Chinese characteristics. And while 
the author’s efforts to couch the period in 
terms of greater historical significance are 
understandable, her failure to prove the 
thesis suggests that for China the Great De- 
pression was just an unfortunate interlude 
between more important events. = 
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A CHANGE OF HEART IN THE MALAY HEARTLAND 
by Paul Mozur 


HE BOWLING ALLEY grew quiet 
as I picked up my ball. Around 
me were the people of Kampung 
Serterpa, the small Malaysian town where 
I had spent the past four days. Had I known 
my visit to Malaysia’s most conservative 
province would involve jumpstarting a 
bowling tournament—to celebrate a new 
homestay program—I would have brushed 
up on my bowling skills. But expectations 
had prepared me poorly for what I was 
about to see. 

Kampung Serterpa sits 10 kilometers 
outside of Khota Bharu (kB), the capital of 
Kelantan province. Billing itself as “the Is- 
lamic City,” Khota Bharu is the center of the 
country’s Malay heartland and the strong- 
hold of its conservative Muslim party, the 
Parti Islam se-Malaysia, or PAS. 

Both Kelantan and pas, which has held 
a majority in that province’s assembly 
for 19 years, have long been synonymous 
with conservative Islam in Malaysia. PAS’s 
long-stated goal has been to establish an 
Islamic government and impose hudud 
and gisas laws on Malaysia’s populace. 
Across the province, alcohol can only be 
sold by the few non-Muslim residents to 
other non-Muslims; cinemas are required 
to leave lights on so men and women don’t 
misbehave. 

While Kelantan and pas have gained 
much opprobrium for their conservative 
Islamic views, conflicting reports of the 
region’s relative openness also circulate. 
The incongruity is understandable. pas 
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periodically makes news for trying to im- 
pose restrictions on women’s dress in the 
province. Sometimes this extends to calls 
for banning overly “sexy” Western artists, 
most recently the Canadian punk-pop star 
Avril Lavigne. 

Yet pas’s relative success at curtailing 
government corruption, the traditional 
openness of rural Kelantanese and the 
high level of integration between Ma- 
lays and Chinese make the province seem 
a solid example of good governance and 
tolerance. Although most Kelantanese are 
Muslim and have been so for a few cen- 
turies now, their Islam is of the syncretic 
type—with Hindu and Buddhist roots— 
that Southeast Asia is known for. The re- 
sult is adat, literally “custom,” a complex 
body of rules that broadly stress commu- 
nal values and social harmony. In my case, 
Kampung Serterpa’s homestay program 
seemed more a natural growth of cultural 
practice than a simple tourism scheme. 

Mohamed Saat Ismail, my squat, beard- 
ed host and one of the founders of the pro- 
gram explains, “We had Dutch students 
who came and we showed them around 
and let them stay with us. But it was out of 
courtesy—that is part of our culture. So we 
thought maybe we could get some money 
to share our culture.” 

While a cynic might question these 
claims, tourism, especially tourism to kam- 
pungs, is not big business. Homestay pro- 
grams have taken off across Malaysia, but 
Serterpa’s program, certified by the gov- 
ernment the week before I arrived, makes 
it only the 14th registered in the state. The 





funds do go to help the lower income resi- 
dents—for example, a rubber tapper that 
teaches me to tap rubber will receive a cer- 
tain amount of ringgit—but the organizers 
of the program are primarily the wealth- 
ier ones. Mr. Ismail, for instance, drives a 
Mercedes and his plush house would be 
envied in any part of Malaysia and the 
United States alike. 

Communal friendliness permeates the 
town; from its coffee shops where towns- 
people gather to wile sae time gossiping 
to a couple I met 
who had taken in 
the children of a 
deceased neigh- 
bor. Indeed one 
of the primary 
goals of the home- 
stay program is 
to showcase this 
openness which 
many in the town 
feel is unfairly 
represented in the 
media. 

In the large foyer of Mr. Ismail’s home, 
he and Azma Mat Jusoh, the director of 
the Serterpa homestay program, speak 
frankly about the ethos of the project. At 
the end of a rant against Middle Eastern 
Islam, which Mr. Ismail is fond of repeat- 
ing when the topic of Malaysia’s Arabiza- 
tion comes up, Ms. Jusoh pulls us back on 
topic and describes the ethos behind the 
homestay. “If you stay with someone, you 
see their way of life. We want to show peo- 
ple that as Muslims, we are courteous and 
welcoming, we live our religion.” 

But Ms. Jusoh admits that her decision 
not to wear the tudong (the Malay heads- 
carf)—a practice largely foreign to Malay- 
sian Islam, but the recent vogue of which 
is often cited as one of the primary signs 
of Arabization in the region—does not go 
unnoticed by those in the town. “Of course 
there are conservatives everywhere; they 
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talk in the coffee shop behind our backs. 
Some people don’t like different cultures, 
but you cannot expect people to have only 
one culture.” 

Perhaps the best sign of Kelantan’s tol- 
erance was my presence to begin with. 
Later the village-head of Serterpa and a 
member of pas, Mustafa, told me that a few 
in the town were opposed to the homestay 
program and would not accept it until they 
were convinced by the local imam. “He 
told them it is a if [they] would open 
up their heart to 
the Islamic way,” 
said Mustafa. 

Mustafa is 
bullish about the 
future of pas. He 
believes that the 
party’s president, 
Abdul Hadi Awa- 
ng Adi as well as 
its spiritual lead- 
er, the chief min- 
ister of Kelantan, 
Nik Abdul Aziz 
Nik Mat, will slowly open up the party 
to include non-Muslims and abandon its 
more disagreeable Islamic laws. 

Yet PAS has not escaped the lines that 
divide Serterpa and Kelantan alike. Dur- 
ing this March’s elections, the party made 
significant gains by dropping mention of 
its ambitions to establish an Islamic gov- 
ernment. But in the past month Mr. Aziz 
has made statements reasserting the par- 
ty’s wish to impose qisas and hudud laws. 
Even more problematic, Mr. Hadi declared 
that pas might leave the opposition coali- 
tion it founded this year, Pakatan Rakyat 
(PKR), because any victory would create a 
non-Malay and non-Muslim majority gov- 
ernment. 

Each day that possibility becomes more 
likely. The ruling United Malays National 
Organization recently lost its two-thirds 
majority in the national assembly. Now 
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officially sworn in as a member of parlia- 
ment, the opposition’s embattled challeng- 
er Anwar Ibrahim has vowed, with the 
cooperation of PKR, to unseat UMNO and 
current Prime Minister Abdullah Badawi. 
Doing so would mark the first time any op- 
position has ousted UMNO in Malaysia’s 
post-independence history. 

Yet any new government would like- 
ly be that same non-Malay, non-Muslim 
majority government 
that pas fears so much. 
In just a few months it 
might be forced to make 
the critical decision to 
become part of the rul- 
ing alliance under PKR 
or resume a compara- 
tively marginal role in 
Malaysian politics. 

Outside entanglements aside, PAS is 
also grappling with internal controversy. 
In recent years the pas leadership has in- 
creasingly flirted with the idea of allowing 
non-Muslims to join the party. Currently 
only Muslims are allowed to run under the 
PAS banner, but the March elections would 
not have been won without the increased 
support of minorities. The rank-and-file 
are taking notice; at the recent general as- 
sembly, many party stalwarts expressed 
the desire for an increased role for non- 
Muslims. 

In Kampung Cina Peringat, a most- 
ly Chinese village near Serterpa, village 
leader Tan Siew Peng is one of the few Chi- 
nese members of pas. Like many Chinese 
in the area, his family has been in Kelan- 
tan for generations. Recently, he converted 
to Islam and was duly instated as a liaison 
between the party and a number of mi- 
norities in the province. Less than half of 
the Chinese members of his village sup- 
port PAS, but he says integration between 
the Chinese and Malays in Kelantan is far 
better than elsewhere in Malaysia, aclaim 


| Increasinely, PAS leaders 
admit to the limitedness 
of their appeal and vow to 
back more universal val- 
ues, like anticorruption. | 
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echoed by both the wealthy and poor Chi- 
nese I spoke to in KB and the kampungs 
surrounding it. 

If Kampung Cina Peringat is any- 
thing to go by, the party is slowly trying 
to increase its appeal beyond its base. Mr. 
Hadi, the pas chief, recently backed down 
from a proposal that four PKR-led prov- 
inces—Penang, Perak, Kedah and Selan- 
gor—should impose stronger laws limiting 
gambling and the sale 
of alcohol. In support- 
ing the decision, Mr. 
Hadi himself admitted 
that PAs’s appeal would 
be limited unless they 
curbed their more 
stringent demands to 
focus on “universal Is- 
lamic values,” like com- 
bating corruption. Perhaps these are signs 
of the continuing reconciliation between 
pAs and Malaysia’s increasingly multicul- 
tural society. 

On my last day in Kelantan we take a 
boat 10 minutes up a river to Kuala Besar. 
Located on an island, the town’s large palm 
trees dwarf the brightly colored stilted 
houses that cluster around a small walking 
path. The town of 600 lives without elec- 
tricity and has hosted foreigners through 
a homestay program for 14 years. Here, as 
in Kampung Serterpa, a strong communal 
sensibility predominates. The village lead- 
er and pas member Ismail Dollah acknowl- 
edges that while people in the village follow 
different parties, “it doesn’t affect our life 
very much, we all live together and cooper- 
ate, politics is not so important.” He reports 
the homestay program in the town has af- 
fected the residents as much as it has af- 
fected the visitors. “The foreigners come in 
with askewed perception and they learn. At 
the same time our children grow up with 
other cultures around, this helps them to 
understand the world.” w 
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Genocide and the HKSE 


THE HONG KONG Securities and Futures 
Commission includes investor education as 
part of its mission. Apparently unsatisfied 
with the simple message of caveat emptor, 
the regulators are publicizing horror sto- 
ries of those who lost their savings playing 
the stock market. In fact the sFc ran a com- 
petition for the most dramatic of these, en- 
titled “My Investment Story.” The winner 
is Annie Lok, who escaped from the Khmer 
Rouge regime to Hong Kong. But we are 
told, “her foray into stocks was nothing less 
painful than the ‘Killing Fields’ of Cambo- 
dia, from which she had fled years ago.” 

Thanks to the Hong Kong government, 
now we know: Avoid genocidal regimes and 
the Hong Kong stock market. 


A Dream of Oil and Rice 


INTERNATIONAL STAR SARAH Brightman 
and popular Chinese crooner Liu Huan to- 
gether sang the theme song “You and Me” 
at the Olympic opening ceremony, embody- 
ing the “One World, One 
Dream” slogan for the 
Games. But some Chi- 
nese have jokingly sug- 
gested the song carried 
an alternate meaning: 
You and mi, that is “oil” 
and “rice” in Mandarin. 
Since both have soared 
in price this past year, 
they truly are a shared dream for many in 
China and around the world. 


Psycho Killers 


JUST WHEN YOU thought it was safe to go 
back in Jakarta, Doctor Eko Susanto, di- 
rector of the Dr. Radjiman Wediodiningrat 
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mental hospital in Lawang, East Java, says 
there are 228,000 psychopaths on the is- 
land of Java. According to a Tempo report, 
Dr. Eko figures that the local population 
harbors six to nine psychopaths per 1,000 
people. 

That may seem like a lot, but actually 
it’s not far off what other researchers have 
found. For instance, Dr. Robert Hare of the 
University of British Columbia figures that 
about 1% of Canadians are psychopaths. 
And, no surprise here, the best place to find 
them, after prisons, is at the stock market. 


China’s Victorian Etiquette 


TT IS ONE of those young old fogies who 
wishes he had lived in the Victorian era. 
So it’s exciting to see that Beijing’s eti- 
quette education campaign for the Olym- 
pics is bringing back the social graces of 
19th century Europe. The Peaceful Rise 
blog features a post about a poster teaching 
residents how to interact with foreigners, 
including the proper way to escort a mem- 
ber of the fairer sex: “When men 
and women are walking together, 
men should generally walk on the 
outside, and the person carrying 
things should normally walk on 
the right. Men should help wom- 
en carry things, but must not help 
women carry their handbags.... 
Mies Where there are many cars around, 

a» men should walk on the side of 
the sidewalk closer to the street.” Would 
it be too much to also issue a fashion ukase 
against the “boss bag”? 


Contributions to Travellers’ Tales can be emailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales. 


THE WALL STREE T JOURNAL. 


PRINT 5 l 


Global Business News for Asia 


O 


O'MELVENY & MYERS LLP 


Faculty of Business Administration 
The Chinese University of Hong Kong 


R 
mm 


Az 


CALIING MAGAZINE 


= r- 
w 
EMK 
AMCHAM 


SHANGHAI 


HKGC& 


fe 
rin Y INANCIAL (ARKETS 


CONFERENCE 


NO « Du urinne Chanc: 
IO =~ FPUGCONS onan 


Understand more about China’s financial markets as 
opinion leaders convene to exchange insights on the 
issues affecting the region. 
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U.S. - China Economic Relations: How Will A New 
President Impact Bilateral Deals? 
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, The Russian attack on Georgia sent ripples of alarm through Europe and the United SINGAPORE 
States. But Americans and Europeans are not the only ones who've been watching with 
i interest In Asia—particularly Taiwan—peopie are wondering what events in the HUMAN CAPITAL 
} Caucasus may portend about their own security. Uke Georgia, Taiwan lies on the SUMMIT 
periphery of a major power, in this case China, growing in strength. Russia's designs for 79 4A Octobe 
H Georgia are not absolutely clear, but with regard to Taiwan, China is unambiguous in its 


assertion of sovereignty and Rs intention to absorb it in the long-run 
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Beijing's Triumph of Engineering By Jamie F. Mets 


China is @ country run by engineers, and the tremendous success of the Beijing Games 
can, from the Chinese perspective at least, be seen as a triumph of engineering. The 
Chinese central government established a blueprint years ago for how the Games would 
play out—from how the Olympics venues would be constructed to how many gold 
medals the country would win—and stuck to thelr plan with an uncanny tenacity, even in 
the face of strong criticism, as the Games approached. The rest of the world, with 
whatever reservations remain, can be nothing less than enormously impressed by how 
well this plan was realized 
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Remembrance of China's Past By Tang Ying 


In 1976, China’s disestrous Cultural Revolution ended. In 1977, the system of college 
entrance exams, suspended in 1966, resumed. For our generation, that resumption 
symbolized the ending of a hopeless age. In the fall of 1978, | passed my entrance 
exams and went to university. I'd just left a collective farm. Like millions of others 
during the Cultural Revolution, we were sent to the farm to be “re-educated* by the 
peasant class, which Mao believed had higher moral standards. The day | left the farm 
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Media reports say the Chinese people overwhelmingly support the Olympic Games and 
the government. Yet last week, long-term residents evicted from their homes clashed 
with neighborhood guards near Tiananmen Square, and two men in western China killed 
16 paramilitary troops. In late spring and summer, there were bus bombings, police ADVERTISE ON FEER.COM AND IN FEER 
killings, and large-scale demonstrations across China’ One protest attracted an . 
estimated 30,000 citizens. In light of the antigovernment turbulence in the country, o Introduction 
should we believe that the Chinese people are truly enthusiastic about the Games? 
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NOTHER DECADE, ANOTHER global financial meltdown. For- 
tunately for all of us, since the 1997 Asian financial crisis the 
world’s understanding of how to manage such an event has 
moved forward somewhat. So it would be a bit unfair to fault the U.S. for 
hypocrisy in failing to follow the measures it preached to Asia’s leaders 
a decade ago, which probably would lead to another Depression in this 
case. Nevertheless, there is still much fault to be found in Washington’s 
crisis management. One can only hope that the recovery is swift and 
the negative consequences of the more socialist aspects of the rescue 
package can be mitigated. 

When the immediate danger is past, it will be time to think seriously 
again about how to reform the world’s financial infrastructure. That 
debate sputtered out soon after the 1997 panic was over, But a systemic 
crisis in the world’s largest developed economy and the home of the re- 
serve currency should sound a louder alarm that reform is needed. 

As Richard Duncan writes in this issue, it’s past time we realized that 
the post-Bretton Woods experiment of basing the global trading system 
on a fiat dollar standard has been a failure. The U.S. and its industrial- 
izing trading partners, especially in East Asia, have settled into a pat- 
tern of co-dependency, Americans consuming and providing the world 
with ever greater quantities of dollar reserves on the basis of which the 
financial sector has enjoyed an explosion of credit. 

It was great while it lasted, but there is a steep price to be paid when 
irrational exuberance takes off and the whole enterprise gets ahead of 
the private sector’s ability to ever pay back the loans. A gold standard 
may seem boring and dull, with its feedback mechanisms to make sure 
imbalances don’t get out of control. But right now a lot of people would 
be quite happy with boring and dull. More importantly, sound money 
is the basis of sustainable wealth creation. 

Sound money is also the basis of lasting political stability, as David 
Roche notes. Pax Americana has been a benign form of hegemony in 
which the U.S. has offered security and open markets to help its allies 
prosper, spreading liberal values. That partnership is now under threat 
as America’s credibility and moral authority has taken a huge hit. 

Nevertheless, there is some reason for optimism. No country rivals 
the U.S. as a potential model. American politicians and bureaucrats may 
have failed to prevent the crisis, but as Nicholas Benes writes, at least 
once they are awakened they will carry out necessary reforms rather 
than sweep the problems under the rug as Japan did in the 1990s. 
H.R. 
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Time to Dump the 
Dollar Standard 


The torrent of dollars unleashed by the U.S. trade deficit fueled 


ever larger bubbles around the world as credit expanded without 


limit. A crisis too big to be inflated away has inevitably arrived. 


by Richard Duncan 


n EA el) 


HY IS THE global economy 
in danger of collapse? So 
far explanations have fo- 
cused on the proximate 
causes, like banks’ impru- 
dent mortgage lending and use of complex 
financial instruments. But behind these 
missteps lie deeper problems with the 
world’s financial system, flaws that made 
a crisis of this magnitude inevitable. 

The recent rapid growth of interna- 
tional trade and investment was built on 
foundations made of paper money. Over 
the last four decades, the global economy 
has prospered thanks to the greatest ex- 
pansion of credit in human history. 

When the money was flowing freely it 
was easy to forget that throughout history, 
whenever the link between money and 
gold has been severed, disaster soon en- 
sues. And so it is again today. 

The events of September 2008 repre- 
sent nothing less than the breakdown of 
the credit-driven Anglo-Saxon economic 
model. The consequences for the global 





economy will be dire. Having benefited 
most during the boom, Asia may well suf- 
fer most in the bust. 


Rise of the Dollar Standard 


THE ANGLO-SAXON ECONOMIC paradigm 
today is very different from the one under 
which capitalism developed in the 18th and 
19th centuries. This fundamental point is 
little understood either in Washington or 
abroad. The economic orthodoxy that guid- 
ed policy from the time of Adam Smith to 
the outbreak of World War I was premised 
on the principles of balanced government 
budgets and sound money fully backed by 
gold. The 21st-century Anglo-Saxon eco- 
nomic model bears hardly any resemblance 
whatsoever to the earlier one. In fact, in 
many ways, it is its complete antithesis, due 
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to its dependence on massive government 
budget deficits financed with loans denom- 
inated in a debased currency. 

The origin of the current Anglo-Saxon 
model can be traced back to 1971, when the 
dollar standard became the new interna- 
tional monetary system by default. Its pre- 
decessor, the Bretton Woods system, had 
been a modified gold standard in which 
the U.S. dollar was pegged to gold and all 
other currencies were pegged at a fixed ex- 
change rate to the dollar. That system had 
begun to weaken in the late 1960s under 
the weight of the large U.S. budget deficits 
required to fund the Vietnam War and 
then President Lyndon B. Johnson’s Great 
Society programs simultaneously. It ended 
on Aug. 15, 1971, when President Richard 
Nixon closed the “gold window” at the 
Treasury to stop the flood of gold leaving 
the United States as other countries sought 
to convert their dollar holdings into gold. 

Once the Bretton Woods system col- 
lapsed, the U.S. quickly discovered it was 
able to run large trade deficits and finance 
them with debt denominated in its own 
currency. During the four decades that fol- 
lowed, those deficits grew so large they de- 
stabilized the global economy. 

The principal difference between the 
gold standard and a fiat money regime 
(money not backed by precious metal or 
other assets) is that the former limits 
the amount of money (and credit) a 
government can create. The latter 
removes those limits, making cred- 
it creation potentially limitless. 
Today, the global financial 
system is collapsing be- 
cause the unfathomable 
amount of credit that has 
been created since 1971 
cannot be repaid by the 
private sector. If the sys- 
tem survives, it will be 
because the U.S. govern- 
ment assumes responsi- 
















bility for repaying billions, or more probably, 
trillions of dollars worth of credit losses. 
But this will not be the last crisis. 

When President Nixon opened Pando- 
ra’s dollar box, the consequences were felt 
almost immediately. Global commodity 
prices skyrocketed, precipitating a severe 
recession in 1974 and a 15% inflation rate 
by 1979. Then U.S. Federal Reserve Chair- 
man Paul Volcker (currently one of the 
only U.S. policy makers with his reputa- 
tion still intact) crushed inflation by push- 
ing bank lending rates to above 20%. 
However, that victory came at a high price. 
The U.S. experienced 11% unemployment 
and the worst recession in 50 years. 
Abroad, the price came in the form of what 
is now known as the Third World debt cri- 
sis of the early 1980s. 

As the U.S. trade deficit grew, it began 
to destabilize the countries in surplus, be- 
ginning with Japan. The Bretton Woods 
system, and the gold standard that preced- 
ed it, both contained inherent adjustment 
mechanisms that made large-scale trade 
imbalances impossible. The dollar stan- 
dard does not, and that is its greatest flaw. 
In the 19th century, if England had a large 
trade deficit with France, it would have 
had to pay for its deficit by shipping its gold 
to France. That would have 

caused England’s money 

supply (.e., gold) to con- 
tract and that would have 
caused England to fall 
into recession with un- 
employment rising and 
prices falling. The oppo- 
site would have hap- 
y pened in France. The 


my to boom and employ- 
ment and prices to rise. 
Soon, the rich French 
would have bought more 
: products from England 
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and the poor English would have bought 
fewer products from France until the bal- 
ance of trade was restored. 

The Bretton Woods system worked 
more or less the same way. When it broke 
down, however, the U.S. began to run very 
large trade deficits, initially with Japan. As 
the Japanese exporters repatriated their 
dollar earnings from the U.S. to Japan, the 
Japanese economy boomed (as with France 
in the example above) and property prices 
skyrocketed. The U.S. did not deflate as it 
would have under a gold standard, howev- 
er, because it did not have to pay for its def- 
icits with gold, but instead could pay with 
paper dollars, which it could create at will. 
Consequently, the imbalance persisted and 
blew the Japanese economy into a bubble. 

This imbalance in trade between the 
U.S. and Japan was the beginning of a trend. 
Again and again, countries that experi- 
enced unusually large inflows of dollars 
blew into bubbles that destabilized their 
economies before later imploding. 

Over the 1990s, the convulsions in the 
global economy became ever more extreme, 
with the rise and fall of one credit bubble 
after another. In response to the recession 
of 1991, the U.S. budget deficit hit a new re- 
cord of $329 billion in 1993. The budget def- 
icit stimulated the economy, but that pulled 
in Imports and caused a new deterioration 
in the trade deficit. China devalued its cur- 
rency by 50% in 1994, making matters 
worse. The Mexican peso crisis erupted in 
1995, followed by the Asian financial crisis 
in 1997. Russia, Brazil and Long Term Cap- 
ital Management went to the wall in 1998. 
To prevent a global crash, the Fed respond- 
ed by flooding the global economy with 
ever larger amounts of paper money. 

Fuelled by that liquidity, the Nasdaq 
bubble inflated and then imploded in 2001, 
throwing the global economy back into a 
recession that nearly saw a return of defla- 
tion for the first time since the 1930s. The 
policy response? What else? Large budget 


deficits and an aggressive monetary re- 
sponse that took the Fed funds rate down 
to 1%. 

It worked by creating an even greater 
bubble, this time in the U.S. housing mar- 
ket. By this time the pattern was well es- 
tablished. The policy response to one crisis 
simply sowed the seeds for the next, with 
each cycle becoming more extreme. By 
2006, equity extraction from homes al- 
lowed Americans to consume so much that 
the U.S. trade deficit exploded to $800 bil- 
lion (6.2% of GDP). Soaring U.S. imports 
created a global economic bonanza, with 
the global economy growing at the fastest 
pace in 30 years during 2004 and 2005. 
Meanwhile Wall Street ran amok, origi- 
nating subprime mortgages and securitiz- 
ing them into toxic debt. 

Twenty-first-century Anglo-Saxon 
capitalism just might have survived the 
subprime catastrophe were it not for one 
thing. That crisis was overlaid and inter- 
laced with $600 trillion of derivatives con- 
tracts, equivalent to almost $100,000 for 
every person on Earth. Imprudent? Unde- 
niably. But Citigroup’s then ceo Chuck 
Prince explained it like this: “When the 
music stops, in terms of liquidity, things 
will be complicated. But as long as the mu- 
Sic is playing, you’ve got to get up and 
dance. We're still dancing.” 

The music stopped playing in the third 
quarter of 2007. By the third quarter of 
2008 the global financial sector was in sys- 
temic crisis. The Fed and other central 
banks reacted by injecting something ap- 
proaching a trillion dollars of liquidity into 
the capital markets, but had little to show 
for it. In September 2008, credit markets 
froze. Within two weeks, Fannie Mae, 
Freddie Mac and AIG were nationalized, 
and Wall Street’s investment banking in- 
dustry ceased to exist. A nightmare scenar- 
io began to unfold. All the equity in the 
global financial system was at risk of being 
completely destroyed. That danger forced 
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the Bush administration to beg Congress to 
come to the rescue of the capitalist system 
with a $700 billion government bailout. 
Ironically, the plan was put together by 
Treasury Secretary Hank Paulson, who 
had amassed a stunning fortune during his 
career at Goldman Sachs before resigning 
his position there as chairman in 2006. 

It is far from certain that the Paulson 
Plan can succeed. It is anyone’s guess how 
high the losses will mount in the $600 tril- 
lion derivatives market. Even a1% loss rate 
would amount to $6 trillion. If this unreg- 
ulated market miraculously does not blow 
up and the plan is successful, it will likely 
be at the cost of trillions of dollars of new 
government debt. Already, most of the U.S. 
mortgage market and much of the finan- 
cial sector have been nationalized. 


End of Export-Led Growth 


WHEN CONSIDERING HOW Asia will be im- 
pacted by the American Crisis, it is useful 
to begin by examining the role Asia played 
in sustaining the dollar standard and the 
global credit bubble it allowed to develop. 
Between 2001 and today, central banks 
outside the U.S. (and primarily in Asia) 
printed or, more accurately, created the 
equivalent of $6 trillion dollars worth of 
their own currencies. They used that mon- 
ey to buy most of the dollars entering their 
countries so that their currencies would 
not appreciate. They sought to avoid cur- 
rency appreciation because it would have 
made their exports less competitive and 
slowed their economic growth. Those cen- 
tral banks then invested their dollars in 
U.S. dollar-denominated assets, such as 
Treasury bonds and debt issued by Fannie 
and Freddie. By so doing, they financed 
the excessive consumption in the U.S. that 
fuelled their own export-led economies. 
In other words, Washington and its 
government-sponsored enterprises issued 
debt and the Asia central banks created 
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paper money and financed much ofit. Had 
the U.S. Federal Reserve created the paper 
money that financed the government debt, 
it would have been correctly described as 
the Fed monetizing the U.S. government’s 
debt. The only real difference between 
Asian central banks creating money to 
monetize U.S. debt and the Fed creating 
money to monetize U.S. debt is that the 
former arrangement served to create eco- 
nomic bubbles in Asia as well as in the U.S., 
whereas the latter would more probably 
only have created a bubble in America. (Ja- 
pan’s economy bubbled and popped; the 
economies of the 1997 Asian crisis coun- 
tries bubbled and popped; and China’s 
economy has bubbled, although it has not 
yet popped.) 

Therefore, it must be understood that 
Asian central banks bear a meaningful part 
of the responsibility for the global imbal- 
ances that are now coming disastrously un- 
wound. They played the role of enabler to 
America’s destructive consumption. 

In return, Asia got jobs, tens—perhaps 
even hundreds—of millions of jobs. Asia 
also got very high rates of economic 
growth that took much of the continent to 
a significantly more advanced stage of eco- 
nomic development. However, the eco- 
nomic structure that has been put in place 
across Asia was designed to export to the 
U.S. Its life blood is comprised of the ex- 
port earnings that its industries repatriate 
from America. Consequently, with the U.S. 
in crisis and its economic model broken, 
there is a very grave threat that Asia’s 
economy, and perhaps even its political 
economy, is about to suffer a stroke. 

Asia is vulnerable across a number of 
fronts. Most directly, as U.S. consumption 
contacts, so will Asia’s exports. The fall in 
exports will mean job losses and less pri- 
vate domestic consumption. It will also 
mean a sharp reduction in foreign direct in- 
vestment, since much of that investment is 
for the purpose of building factories that 
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export to the U.S. The decline in export 
earnings and FDI will mean a sharp slow- 
down in deposit growth. That in turn will 
constrain lending. 

Significantly lower loan growth will be 
a shock to the economy that deters invest- 
ment and consumption. Also, it will no lon- 
ger be as easy to roll over last year’s loans 
with new borrowing. As a result, nonper- 
forming loans will climb. Moreover, the 
downturn in global demand will leave Asia 
with excess industrial capacity on a very 
large scale. Consequently, product prices 
and profitability can be expected to fall, 
further exacerbating NPLs. In this envi- 
ronment, new investments will be cur- 
tailed, inflicting another blow to 
employment and consumption. 

If history is any guide, corporate dis- 
tress will emerge and quickly intensify, re- 
sulting in a systemic banking crisis in 
numerous countries. Concurrently, Asian 
central banks are likely to suffer signifi- 
cant losses on their foreign-exchange 
holdings as the dollar depreciates and 
many of their dollar-denominated invest- 
ments lose value. The diminution in the 
value of forex reserves will be among the 
least of Asia’s problems, however. That is 
because Asia’s central banks acquired 
those assets with paper money they cre- 
ated from thin air. They were effectively 
free. Household wealth destruction result- 
ing from falling stock and property prices 
will cause much greater damage. 

The greatest threats stem from how 
America might respond to the collapse of 
its credit markets and its worsening reces- 
sion. If derivative-related losses climb into 
the trillions, the Fed may have no choice but 
to print money and monetize them. That 
scenario could quickly result in a surge in 
global inflation and a sharp devaluation of 
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the dollar. Even more troubling, a leap in 
unemployment, which now looks inevita- 
ble, might unleash a protectionist backlash 
in the U.S. that could prove to be potential- 
ly devastating for Asia. 

No one should underestimate Asia’s ex- 
posure to this crisis. At best, Asia is facing 
a severe recession. September 2008 may 
mark the end of the era of export-led 
growth, rather than merely the beginning 
of a more typical global recession. Asia’s 
export-led economic model is just as 
threatened as the Anglo-Saxon model of 
highly leveraged capitalism. 

Therefore, Asia’s leaders should quick- 
ly draw up emergency contingency plans 
for shoring up their banking sectors and 
stimulating their economies. Luckily, most 
Asian governments are on a relatively 
sound fiscal footing with relatively low 
levels of government debt to cpp (Japan 
and India being among the most important 
exceptions). Private-sector consumption 
and investment are certain to retrench. 
Asian governments must now spend ag- 
gressively to fill that void to mitigate the 
contraction in their economies. 

The Austrian School of Economics has 
long warned of the dangers of fiat money 
and excessive government spending. Their 
warnings were mostly ignored in the An- 
glo-Saxon world. The 37-year experiment 
in fiat money and floating exchange rates 
has just come to a disastrous end. The les- 
son that policy makers must learn from 
that experiment is that “free market” cap- 
italism under a paper money regime does 
not produce the same benefits as true free 
market capitalism (free from government- 
created money) does under a gold stan- 
dard. Instead, it corrupts or overwhelms a 
country’s institutions and regulators, and 
ultimately ends in catastrophe. = 
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Another Empire 





Bites the Dust 


by David Roche 





ALL STREET’S CRACK-UP 
presages a global tecton- 
ic shift: the beginning of 
the decline of American 
power. Great empires 
and great civilizations have a way of crest- 
ing that is pretty well set in historical 
stone. First, the ideology corrupts. Then 
the economic model does. Then the cur- 
rency goes. Finally, military power loses 
its supremacy. 

The United States of America, the “great 
and good” empire, shows many of the symp- 
toms of cresting, and unfortunately the 
pace of history has accelerated. Rome’s de- 
cline from its zenith took over 300 years; 
America’s will be timed in decades. After 
the cataclysm that we have seen in financial 
markets, economics will accelerate the pro- 
cess. Nero was fortunate that Rome had no 
Bloomberg. Had it, the city might have 
burned in a day! 

The primary reason for the U.S.’s de- 
cline mirrors that of other empires at their 
tipping point into dotage. Unsustainable 
living standards at the empire’s core, which 
are enjoyed but not earned, depend upon 
flows of wealth from the periphery. In the 





American case, the credit bubble and its 
collapse are the flip side of a culture of ex- 
cess consumption, of which the unwinding 
will be highly destructive of both U.S. eco- 
nomic and military power and intellectual 
leadership in the world. That “gain without 
pain” mentality had become generic in a 
thriftless, credit-addicted society, where 
the gap between what people wanted and 
earned was constantly filled by debt. In the 
end, the level of debt became so unsustain- 
able that it collapsed of its own accord. The 
upshot may look like a credit crisis, but in 
reality it is a moral one. 

Current attempts by the Bush adminis- 
tration to stem the rot but avoid inflicting 
pain on consumer-debtors and on bank- 
lenders, are not only in vain but hasten the 
empire’s decline. Such initiatives damage 
U.S. credibility among foreign creditors 
who will be asked to finance increasing fed- 
eral deficits incurred by successive bank 
bailouts. 

Many foreign investors in Asian emerg- 
ing markets do not fail to remark that 
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when the 1997 credit crisis hit their region, 
the U.S. mantra was for them to bear the 
economic pain and restructure the bank- 
ing sector along strict liberal market lines. 
Yet when the same crisis hits the U.S., the 
policy is to print money and socialize cred- 
it and risk. Hypocrisy does not command 
respect. The U.S. dollar will ultimately pay 
the price as foreign investors start to shun 
U.S. government debt. The sun never rises 
on an empire whose currency sets. 

By attempting to avoid pain such as 
write-offs of bad debts against sharehold- 
er investments in the fi- 
nancial sector, the 
administration is de- 
priving the system of 
the ability to price risk. 
This is achieved by de 
facto policies that en- 
courage financial inter- 
mediaries to make huge 
profits in good times by 
taking on foolish levels of risky invest- 
ments, which the taxpayer has to pay for 
when they go wrong. 

The “soft option” policies of buying dud 
loans at par from foolish banks also incen- 
tivize bankers to repeat the same mistakes 
(down the road) that brought capitalism 
perilously close to the edge of the abyss 
today. The result will be dysfunctional fi- 
nancial intermediaries that will not be ca- 
pable of allocating capital efficiently. The 
economic cost will be high. Most impor- 
tant, it means the U.S. economy is no lon- 
ger a model for others to follow; the global 
paradigm has been lost. 

Deepening mistrust of the U.S., the loss 
of key alliances and the rise in terrorist ex- 
tremism have already increased the eco- 
nomic cost of projecting U.S. power in the 
world. Global trade liberalization has al- 
ready given way to inefficient bilateral 
trade deals between the U.S. and selected 
countries. The worsening economic pros- 
pects for the excess stricken American 


| Free market economics 
and supply-side reform 
are now contested, 
raising resistance to 
the empire itself. 


economy and the likely advent of a Demo- 
cratic administration increase the proba- 
bility that “trade selectivity” will soon 
give way to “trade protectionism.” 

Global reform fatigue—particularly in 
emerging markets—is now widespread. A 
few years ago, free market economics and 
supply-side reform (the most successful 
exports of good empire ideology) were the 
buzzwords of ultimate economic truth. 
Now they are contested in places as far 
flung as Venezuela, Russia, South Africa 
and China. Increased resistance to these 
ideas has raised resis- 
tance to the empire it- 
self, quite apart from 
the nefarious economic 
outfall. The inconsis- 
tent and confused re- 
sponse by the U.S. 
administration to eco- 
nomic crises in emerg- 
ing markets reflects its 
own loss of ideological conviction. 

It is, of course, not merely the percep- 
tion of the U.S. that is suffering from the 
credit crisis. The Anglo-Saxon model of 
laissez faire economic governance is now 
being legitimately criticized in rich coun- 
tries too. In Germany and France, the po- 
litical leadership is saying, “See, we told 
you so, the Eurozone model is more stable 
and welfare-creating than the ‘savage’ 
capitalism of the Anglo-Saxon world.” 

So the Eurozone’s economic architec- 
ture will enjoy a renaissance. Govern- 
ments in OECD countries will become 
bigger and more interventionist. The rich 
and the corporations will be taxed more to 
pay for this. With climate change and food 
security as mantras, state intervention 
will receive popular support. The cost will 
be falling government bond issuance, 
higher bond yields and inflation. 

The rise of the Eurozone economic 
model will be underpinned by develop- 
ments in the world post-credit crisis. For 
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years to come, financial institutions will 
be forced to deleverage. That means a con- 
traction in global credit, followed by much 
moderate growth, no more than in line 
with nominal GDP growth 

During the last 20 or so years of global 
disinflation, leverage was encouraged to re- 
place thrift for the OEcD consumer. Now 
that will be reversed, and this will be along 
learning process for many economies. The 
consumer will discover “value shopping.” 
Low leveraged economies such as Germany 
and Japan will be winners in this environ- 
ment, while the overgeared Anglo-Saxon 
economies will be the losers. In these econ- 
omies, exporters or import substituters will 
gain, along with those that sell consumer 
staples and basic services. Luxury goods 
and services providers will be the losers. 

The unwinding of credit excesses in 
Anglo-Saxon economies will impact Asia 
too. The credit bubble was the mirror and 
means of financing global excesses rang- 
ing from Chinese real-estate bubbles to the 
excesses of the U.S. consumer, which, in 
turn, caused the current-account deficit. 
As global credit shrinks so will the excess- 
es and imbalances which it financed. 

In the environment of the post credit 
crunch, lowly leveraged economies will 
benefit over over-geared ones. Asia, of 
course, has low leverage. Even so, Asia’s 
postcrisis economic model will be under 
threat too. That’s because the model is 
based on manufacturing products for con- 
sumption in the overgeared and undersav- 
ing West. That looks less sustainaLie when 
those consumers are being forced to redis- 
cover thrift. Contracting liquidity will 
cause recession in the U.S. and the Ev. So 
exports to Asia will slow and manufactur- 
ers’ margins will be squeezed. 

In the long run, Asia needs to move to a 
domestic consumption driver. In the ensu- 
ing cyclical recovery in the global economy, 
Asia will have to rebuild capacity in domes- 
tically oriented industries and services. For 


emerging economies such as China, which 
have overinvested in output of tradable 
goods for export, declining foreign de- 
mand is likely to leave swathes of factories 
empty. This will be difficult to compensate 
for by boosting domestic demand. Domes- 
tic consumption is just too small a portion 
of GDP (36% in China). Even extra infra- 
structure investment of 1% to 2% of GDP 
would be dwarfed by investment in facto- 
ries to produce for export (in excess of 
20% of GpP by my estimate). 

These developments might matter less 
if symptoms of U.S. military weakness 
were not starting to manifest themselves 
too. The recent Russian invasion of Geor- 
gia was undoubtedly partly based on the 
judgment that U.S. military capability was 
completely tied up in Iraq and Afghani- 
stan, limiting its ability to act elsewhere. 

. There is no question that the Russian 
behavior is at least partly linked to the per- 
ceived decline of the U.S. America’s trou- 
bles in the Middle East, coupled with the 
economic downturn, have emboldened the 
Russians to claim that the days when the 
U.S. was the only superpower are now 
over; the future belongs to “multipolarity,” 
as the Russians and the Chinese say. 

This has to be put in context however. 
In purely military terms, the U.S. is still 
about a decade ahead in technology and 
quantity of weapons in comparison to any 
other nation on Earth. True, going forward, 
the U.S. may not be able to spend as much 
on defense as it has done in the past, but the 
decline in defense expenditure, even if it 
comes about, will be slow and drawn-out. 

I cannot see any other power trouncing 
the U.S. in military terms until well into 
2030. The Chinese are not trying—they are 
developing “killer technologies,” which 
are designed to checkmate the U.S., rather 
than meet it quantity-for-quantity. 

The Russians may try, but will never 
succeed in catching up with the U.S. Even 
using energy as an economic weapon 
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against the Eu is a double-edged sword, be- 
cause the Russian economy and Moscow’s 
budget depend on energy exports. And for 
the next decade they cannot be sold else- 
where; increased supplies to China would 
depend on a decrepit rail system. 

But neither does Moscow see a direct 
link between military and economic 
strength, pointing out that China’s GDP is 
10% of the U.S., while Russia’s is 25% (with 
vastly superior military technology) and no 
one messes with China. The view is that in 
the days of the Cold War, when Russia’s 
economy was also a fraction of the U.S., and 
neither the U.S. nor Russia could use nucle- 
ar weapons, Russia bargained as an equal. 

After two decades of relative calm, Cen- 
tral Asia is about to become a major battle- 
ground of competition between Russia and 
China. For a number of years, the U.S. 
dreamed about exploiting Central Asia’s 
energy resources for Western purposes; 
local governments were courted, and a few 
American military bases were established 
in the region. But the tactic failed: Fright- 
ened by Washington’s incessant preaching 
of human rights, the region’s autocratic 
governments turned again to Moscow for 
protection. And the Russians—now bol- 
stered by their military victory in Geor- 
gia—have every reason to press their 
advantage into Central Asia. 

Meanwhile, the Chinese are following 
suit. Two key energy projects—an oil pipe- 
line to Kazakhstan’s sector of the Caspian 
sea that will deliver two million barrels per 
day into western China, and a second proj- 
ect linking Turkmenistan’s gas to Chinese 
customers—will reach fruition in two years. 
The Chinese, more dependent than ever on 
energy imports, but still without a navy that 
can protect its lengthy maritime supply 
routes, have no option but to turn inward to 
Central Asia. In the longer term, Russian 
and Chinese interests do not coincide. Since 
Russian oil production is already falling, 
Moscow needs Central Asia’s resources in 
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order to make up any shortfalls. So the Rus- 
sians will look askance at Chinese incur- 
sions into the region. 

But at least for the moment, the Rus- 
sians and the Chinese agree on one point: 
They are boosting the importance of the 
Shanghai Cooperation Organization. 
Transforming this hitherto ineffective 
body into a military alliance has one pur- 
pose: to keep the West in general, and the 
U.S. in particular, out of the region. So 
Central Asia will be parceled out between 
China and Russia, with Western govern- 
ments reduced to a role of spectators. 

The so-called “Washington Consen- 
sus,” which was implemented after com- 
munism’s collapse in the early 1990s, is now 
fading away. Countries will pursue various 
other models that involve no democracy, no 
separation between the state and its econ- 
omy, heavy protectionism and state inter- 
vention in economic activities, etc. The 
crumbling of the U.S. economic model 
does not mean that a new consensus will 
emerge based on the Chinese model of de- 
velopment, or the Russian one. They are 
unlikely to be the new attractive models 
for the world. So we are seeing the rena- 
tionalization of economic models, with 
countries pursuing different approaches. 

These developments increase risk for 
investors in emerging markets very sub- 
stantially in a number of ways. First, eco- 
nomic models will no longer converge with 
liberal market ideals, meaning that both 
growth and returns will be more uncertain. 
Second, the sacrosanct nature of foreign in- 
vestment, already contested in Russia, will 
deteriorate further, and consequently prop- 
erty rights and titles will be weakened. 
Third, increasing economic nationalism 
will make the operating environment for 
private corporations, particularly foreign- 
owned ones, more difficult and less condu- 
cive to earning profits, particularly in 
sectors where local insiders are permitted 
to earn unjustified economic rents. = 
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Can China Attract 
The World’s Capital? 


by Ken DeWoskin 





HE ONCE-FASHIONABLE 
debate about whether or 
not the Chinese economy 
is coupled to the weaken- 
ing economies of the de- 
veloped world is dead. It was a useful 
stepping stone into the puzzling landscape 
we face today. The acute global financial 
crisis, the high degree of Chinese interests 
in issues such as U.S. dollar debt, and the 
almost unique appeal of Chinese assets ina 
world of generally unappealing assets have 
drawn attention to the Chinese investment 
environment. What can we expect in a 
post-Olympic China, from markets, regula- 
tors and domestic competitors? As we enter 
the last quarter of 2008, there are many fac- 
tors in flux that makes this an interesting 
and important but challenging question. I 
will try to address it by dividing the discus- 
sion into three parts, the external environ- 
ment, domestic liquidity and market trends, 
and regulatory trends. 





Moving Toward China 


IN THE COMPLEX intersection of market 
fundamentals, regulation, and business 


structures, many factors are converging to 
shape the future of investment into China 
from the outside world. The severity and 
persistence of the global financial crisis will 
have several certain impacts. On one hand, 
broad deleveraging among financial insti- 
tutions will curtail available capital on a 
global basis, but on the other hand, there 
are numerous types of well-funded inves- 
tors who need urgently to redirect their 
capital to markets that provide the kinds of 
returns sought by their limited partners, 
pension holders or sovereign funders. 
There is capital traveling in all direc- 
tions—large sovereign wealth investors are 
looking for fair return, low risk investments 
in mature economies that are increasingly 
hard to find, while private equity, hedge 
funds, and venture capitalists hunt for high 
return investments that their Lps have be- 
come accustomed to. The emerging BRIC 
economies and the Middle East are awash 
in liquidity, and their large and mostly sov- 
ereign funds are seeking stable, long-term 
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debt, suffering somewhat from the Fannie 
and Freddie shock, as well as results from 
their 2007 investments in North American 
and European financial companies. 

Financial investors like private-equity 
funds, public pension funds, diversified in- 
surers, and investment banks are forced by 
new risk assessments, tight credit, and 
tightening regulations into emerging eco- 
nomics with which they 
are generally not famil- 
iar and where new mod- 
els and organizations 
are essential. But even 
as emerging markets ap- 
pear to be becoming 
more accessible, emerg- 
ing-market assets are 
now facing new compe- 
tition from distress sale assets now appear- 
ing in the world’s mature financial centers. 
These are choices without a clear roadmap, 
and present powerful challenges to estab- 
lished global investors to develop new, 
adaptive strategies. 

As part of the deep structural changes 
unfolding on Wall Street and around the 
world, the relationship between national 
treasuries and major financial market play- 
ers is radically changing. The U.S. Trea- 
sury’s $700 billion bailout initiative totally 
eclipses memories of the sharp criticism 
governments such as the U.S. made even 
quite recently of China’s repeated interven- 
tion to shore up the largest Chinese banks 
when they were bending under huge bad 
debt loads. And the revelations that risks 
even in GSE assets like Fannie Mae and 
Freddie Mac were much higher than previ- 
ously perceived will force more clarity in 
defining such assets and rating their risk, 
as well as ratchet up pressure to resolve the 
key trade disputes that have stalled the cur- 
rent trade-negotiation round. It’s ironic 
that the trend toward reregulation and de- 
ployment of public funds around the world 
is moving visibly toward a China model of 
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trend toward reregula- 
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state-market interaction. 

Investors face the task of sorting out and 
envisioning the potential impact of more 
factors and more volatility than the world 
of investment and trade has experienced 
since the post World War II trading and in- 
vestment system took shape. What will de- 
termine the future access to assets in China 
that might win exceptional high returns for 
cross-border investors? 
The answer will unfold 
from the volatile mix of 
consumer and investor 
sentiment, China’s tran- 
sitioning growth pat- 
terns, global trade 
politics and policies, 
and volatility in every 
store of wealth, wheth- 
er currency, gold, oil reserves, manufactur- 
ing assets, traded equities or real estate. 


New Wealth, New Players 


THE FIRST THREE quarters of 2008 were 
slow for cross-border M&A investors, 
down substantially from the previous year, 
by some estimates as much as 70%. In the 
first half of 2008, foreign investment con- 
tinued to surge, but M&A was $10 billion, 
in contrast to inbound for greenfield plants 
of $72 billion. Also, control acquisitions 
were very few; most acquisitions were for 
minority stakes in companies needing 
growth capital, fueling expectation that 
growth equity will be the major opportu- 
nity moving forward. The impediment 
here is primarily from emerging domestic 
competition, which has played the major 
role in advancing China sustained reform 
goals of consolidation, commercialization 
and globalization. 

It has been generally accepted that Chi- 
na’s domestic liquidity situation is very 
strong. In spite of a credit crackdown that 
has gone on for years, China’s state funded 
investors, locally controlled soes, and an in- 


creasing number of private family funds are 
vying for bargain assets across the spec- 
trum from property development to basic 
industrial capacity. Insider status and yuan 
sources of capital are major advantages in 
grabbing the broad stream of attractive as- 
sets flowing along with China’s reform. 

What are the drivers of China’s new fi- 
nancial investment activity? First, large 
current-account surpluses have driven do- 
mestic money supply upward, at an accel- 
erating rate throughout the current decade. 
Mechanisms such as the China Investment 
Corporation can reverse this process, soak- 
ing up yuan and shipping dollars overseas 
or converting them to equity in large do- 
mestic enterprises. Secondly, there remain 
limited options for investment of available 
domestic capital. What until recently were 
attractive options are looking less attrac- 
tive this year. A-share markets are far be- 
low their October 2007 peaks, and 
property is soft in the major coastal cities, 
dangerously so in Shenzhen already. Fixed- 
asset investment is impeded by excess man- 
ufacturing capacity, and the “thru train” 
that was planned to open up Bank of China 
windows for yuan purchases of H-shares 
never materialized. Thirdly, Chinese entre- 
preneurs are losing interest in the depressed 
ro markets and are still not well-served by 
Chinese banks. 

The new investors appearing in China 
have various sources of capital and various 
targets, but all in all they will both be com- 
petitors for foreign investors and, more im- 
portantly, potential partners and 
co-investors. At the top, cic, through its 
subsidiary Central Huijin, has not only tak- 
en direct control of state shares in major 
banks but most recently bought shares on 
the A share and H share markets to support 
pricing. The npRc has approved 10 new in- 
dustrial investment funds to provide local 
and provincial governments a PE-like entity 
to fund local growth, and there will be 
more. These are in the $1 billion to $4 bil- 
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lion range, and the NDRC is preparing a set 
ofregulations to guide them. New local mu- 
nicipal funds, and aggressive industrial in- 
vestors such as Bao Steel, Shanghai 
Industrial Investment, Pingan Insurance 
and Cosco are becoming more active in do- 
mestic and international markets. Even 
famiły funds are supported by public mon- 
ey to invest in local development. 

An optimistic factor for foreign inves- 
tors, both strategic and financial, is that 
the results of Chinese funds have been 
mixed, especially in outbound invest- 
ments, and especially in financial service 
companies. Investments made by Pingan, 
China Development Bank, cic and Minsh- 
eng in 2007 have not been successful, re- 
sulting in a regulator-driven slowdown of 
approvals in 2008 that is reportedly re- 
sponsible for withdrawal of Citigroup and 
Dresdner Bank bids. Where there has been 
an international cooperator, as in the Chi- 
nalco purchase of Rio Tinto equity or In- 
dustrial and Commercial Bank of China’s 
investment in Standard Bank of Africa, the 
results have arguably been better. There is 
an emerging appreciation that global fi- 
nancial and strategic investors bring expe- 
rience, networks, and portfolios that 
exceed the value of the capital they bring. 

There are risks to China’s high liquidity 
situation. Recently some estimates were 
published of potential hot money outflows 
as large as $1.7 trillion. These outflows - 
could be triggered by a global perception 
that yuan appreciation has run its course or 
a perception that property capital gains are 
also slowing down. Major enterprises now 
face arequirement to pay 10% of their earn- 
ings to the state, which will dramatically 
reduce their retained earnings and invest- 
able cash. Finally, many industries are re- 
porting intense margin squeezes, as 
producer prices rise faster than consumer 
prices, and enterprises that had their bal- 
ance sheets enhanced by property and A- 
share gains in 2007 will not see that again 
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in 2008. If the export slowdown cannot be 
reversed, it’s possible a general slowdown 
in GDP might create significant pockets of 
capital insufficiency in the domestic mar- 
ket. Were this to happen, it could drive 
more openness to foreign capital. 


The Resurgent Regulator 


IN THE MOST recent quarter, China’s lead- 
ership shifted from policies focused on 
fighting inflation to policies curbing declin- 
ing export growth, including restoring VAT 
refunds for exports badly hurt by rising 
prices, lowering reserve requirements for 
medium-sized banks, and slowing or stop- 
ping the appreciation of the yuan against 
the U.S. dollar. The currency peaked against 
the dollar on July 14 at 6.8271 and has hov- 
ered around that mark. 

Since 2006, a number of legislative and 
administrative changes have impacted 
cross-border investments more than on- 
shore investments, many of which have 
added administrative review. These include 
scrutiny of so-called round-trip projects, 
where on-shore assets were transferred 
off-shore to be used for international Iros 
or acquisitions outside the purview of Chi- 
nese regulators. These and related changes 
broadly impacted many of the adaptive 
strategies that were used by foreign inves- 
tors in fast-moving industries, such as In- 
ternet, media, and telecom, where 
regulations prohibited or restricted direct 
foreign ownership. 

The state has kept its hand in the on-go- 
ing structuring and restructuring of major 
industries, such as steel, automotive and 
telecommunications, even as market driven 
M&A activity is consolidating mid-tier en- 
terprises. A massive multilateral merger/ 
acquisition program for telecommunica- 
tions sliced and diced existing players, their 
management, and their assets into three 
big, fully licensed carriers, each with a 
specified mobile technology to compete for 


China’s massive market. Such restructur- 
ings are not unfamiliar, as we witnessed 
with aluminum, airlines, oil and gas, and 
other major sectors, but the telecommuni- 
cations restructuring is notable because it 
shows the state’s ongoing willingness to in- 
tervene in a sector where there is already 
substantial overseas equity involvement. 

This creates a requirement to get more 
deeply into some form of substantiated val- 
uation process than has been the case in ad- 
Iinistratively mandated restructuring in 
the past. The impact on foreign investors 
who have waited since China’s WTo acces- 
sion to access basic telecom assets is uncer- 
tain. Optimists argue that the restructuring 
shows an interest on the part of the state to 
press for more competition, basic and val- 
ue-added service enhancements, and better 
IT support for China’s growth. Pessimists 
argue that the new structures will take 
years to shape up, and they see no access 
points for foreign investors in the interim. 

Recently, the most critical regulatory 
development has been the implementation 
on Aug. 1 of China’s new antimonopoly law. 
Implementing rules have not been pub- 
lished as yet, but it is clear that administra- 
tion and enforcement will be shared among 
SAIC, MofCom, and the nprc. The law is the 
result of more than 13 years of study and 
debate, and it conforms largely with famil- 
lar international practices. However, there 
are unique Chinese characteristics in the 
drivers and targets of this law in China, and 
it is crucial for large domestic companies 
and MNCs active in China to understand its 
potential impact. 

The thresholds triggering review are 
very low, and relate to global as well as do- 
mestic business scale. The combined turn- 
over of all parties need only be 10 billion 
yuan world-wide or 2 billion yuan in China, 
with at least two of the parties having turn- 
over in China of 400 million yuan. Also, the 
fines have real bite, up to 10% of the preced- 
ing year’s sales revenue for an infraction by 
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an existing business. But what is of current 
interest is the way the law will be used in 
reviewing proposed acquisitions. China has 
expressed its intent to review the proposed 
acquisition of Huiyuan by Coca-Cola, in 
what is certainly not a strategic industry 
but is certainly a highly-regarded Chinese 
brand in the beverage sector, already dom- 
inated by foreign brands. This will be a very 
important decision in signaling how the 
law will be applied. 

The law is broad and vague on key 
points related to abuse of dominant mar- 
ket position, but if we look at the historical 
origins, we can get insight into its signifi- 
cance. Historically, antimonopoly laws fo- 
cused on controlling abuses related to 
essential industries, oil and gas, telecom- 
munications, broadcast media, and trans- 
port, for example. More recently, 
technology companies that dominate their 
sectors have invited attention in the U.S. 
and Ev, but generally, in most economies, 
technology sectors have been considered 
highly competitive, and even the giants 
like Intel, Philips, svc and others who con- 
trol dominant technologies have faced 
only sporadic legal pressures. 

In China, technology companies in- 
volved in licensing have faced a variety of 
nonlegal pressures to “share” value-chain 
drivers with domestic players and offer 
preferential pricing arrangements to en- 
courage healthy competition. In China, the 
history and deliberations surrounding the 
law suggest it is primarily about technolo- 
gy, and one of the key drivers was concern 
over the cost of technologies owned by non- 
Chinese companies that are essential to 
China’s industry development. For the last 
decade, China has been very bothered by 
patent pool practices. In fact, in the con- 
sumer-electronics areas, China created a 
cartel to negotiate as a single entity on be- 
half of technology buyers (Chinese Audio 
Video Association) even as they arrested 
the agents representing the technology sell- 





ers, charging them with restriction of trade. 
The antimonopoly law fits into a structured 
set of initiatives, including the IPR strategy 
project and covenants around national 
standards that may impede the ability of 
MNCs to consolidate not only their sectors 
but their own operations in China. 

A second driver is the dominant posi- 
tion in some sectors of foreign brands, such 
as Coca-Cola and Starbucks. In China, the 
essential industries of oil and gas, telecom- 
munications, broadcast media and trans- 
port are already the exclusive domain of 
protected sors, and in each sector the tri- 
opoly or oligopoly of soes has their pricing, 
investments, technology, and business 
strategy already intimately intertwined 
with their direct regulators and with the 
State Council. It hardly seems likely we will 
see AML action in China against the state- 
owned oil and gas or telecommunications 
or airlines or shipping giants. Private com- 
panies that encroach on the monopoly posi- 
tions of state players in these sectors are 
likely to be pushed back forcefully, as was 
recently the case with a major privately 
owned media company, where antispam 
sanctions were invoked against the compa- 
ny in order, it is believed, to curb the com- 
pany’s advertising momentum vis-a-vis 
state media operators. 

The antimonopoly law does not provide 
a clear indication of the future receptivity 
to foreign investment, but it does provide a 
new set of tools that enables the Ministry 
of Commerce and sarc to intervene in for- 
eign acquisitions in a more normalized and 
transparent manner, as opposed simply to 
delaying approvals and maintaining un- 
steady backroom discussions. For compa- 
nies that sit in the ranks of their industry’s 
top four or five, it is very likely China’s de- 
veloping AML program will be relevant to 
any future merger or acquisition activity 
they may contemplate, and increasingly be- 
come an important component in govern- 
ment-relations activities. Li 
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Japan’s Lessons for 
Managing the Crisis 


by Nicholas Benes 
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T 1S NOW obvious that 
bankers and regulators in 
the United States made 
major errors in recent 
years by not reining in fi- 
nancial leverage as well as myths that real- 
estate prices never fall. Seen from Tokyo, 
the U.S. mass delusion seems like a horrible 
replay of Japan’s own bubble in the latter 
half of the 1980s—we’re witnessing the af- 
termath of the same sort of real-estate 
lending boom, with a few minor differenc- 
es: This one was inflated using securitiza- 
tion and derivatives, the more complicated 
U.S. way; due to the newfangled mortgage 
loans, more homeowners may get hurt; and 
a lot of U.S. investment bankers got rich 
along the way. 

Comparing the magnitude of banking 
crises and their ultimate fiscal cleanup 
costs is difficult, but consider these facts: 
As of 2002 Japan had spent an amount 
equal to 20% of its Gpp on the cleanup (but 
had not yet finished), a staggering propor- 
tion that is lower than only a few other cri- 
ses (e.g., Indonesia at 50%, Argentina 55%) 
on a long list analyzed in a World Bank 
study. The fiscal cost borne in banking cri- 
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ses seems to be linked to the recovery time 
in years (the longer the period before recov- 
ery, the greater the cost), which is related 
to the gross output loss in terms of percent- 
age of pp, Japan ranked as one of the worst 
performers in both categories (nine years 
at that point, and 27.7% of gross output 
loss). Accordingly, Tokyo’s handling of the 
1990s has turned into the classic example 
of what not to do. The key lesson is move 
fast, rather than ignore the problem and 
hope it will go away in a few years. 

To compare, the U.S, 1981-82 savings 
and loan debacle was resolved in three 
years, with a fiscal cost of about 3% of GDP 
and an output loss of only 5.4%, amounts so 
small that some analysts do not even rank 
it as a “systemic banking crisis.” And this 
time around, even if Messrs. Paulson and 
Bernanke get all $750 billion they are ask- 
ing for and even if other fiscal costs ulti- 
mately top that up to $1 trillion, the total 
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fiscal cost will still be “only” about 7% of 
Gpp. This very rough comparison makes 
sense from another angle. In the U.S., the 
magnitude of the increase in mortgage 
loans over the historical trend line, was 
about half of what it was in the case of Ja- 
pan. Moreover, in the U.S. direct bank 
lending to corporations for real-estate in- 
vestment purposes was not as “out of con- 
trol” as it was in Japan. 

Based on this, one might surmise that 
that the level of overall self-delusion re- 
garding “market value” in the U.S. was 
about half of what it was in Japan. This 
could be; we will know when the U.S. mar- 
ket bottoms out. But the level of regula- 
tory complacency before the crisis, if 
anything, was probably greater in the U.S. 
You didn’t need to be a rocket scientist or 
have a doctorate in economics—just an old 
derivatives trader like me—to sense that 
the off-balance sheet parallel universes of 
cpss, regular swaps, and securitized pools 
of unknowable stuff with a credit rating 
stamped on them, had grown very large, 
dangerously intertwined, and inscrutably 
opaque. This led to lots of opportunities to 
make money if a greater fool could be 
found, but huge losses if he wised up. 

Whereas U.S. regulators are now on the 
way to identifying these mistakes and im- 
plementing a massive and credible cleanup 
process, it’s worth noting the following: It 
took Japan about 10 years to get to the same 
point. The sub-prime crisis does not affect 
Japan’s companies much in any direct 
sense. It affects certain European financial 
institutions, and if anything so far has been 
a boon for certain Japanese institutions. 
The sub-prime crisis does not affect Japan’s 
consumers in any direct way at all. Yet as of 
this writing the Nikkei Dow is down 34% 
from its peak last summer, whereas Wall 
Street’s Dow is down only 22%. Most ana- 
lysts believe that Japanese companies are 
extremely undervalued at this level. 

How does one explain the 34% drop 
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versus the 22% drop? Or said another way, 
since Japan’s own crisis is supposedly long 
over, why isn’t global money sloshing over 
to Japan to take advantage of this marvel- 
ous arbitrage opportunity? 

The reason is that despite whatever er- 
rors of complacency they make before- 
hand, once a crisis hits, U.S. market 
institutions and regulators are widely ac- 
knowledged as being fully committed to 
speedily adjusting laws and regulations to 
sustain and maximize the benefits of a dy- 
namic, market-based system. In contrast, 
even 18 years after its own bubble collapsed 
and Japan reacted too slowly—and despite 
some recent changes for the better—Japan 
is still viewed by global capital as the exact 
opposite of the U.S.: slow-moving, often 
sclerotic, and not fully committed to mar- 
ket mechanisms and the transparency and 
corporate governance needed to support 
them. As a result, the general view is that 
Japan’s market is still not fully “fixed.” 

As a tangible symptom of this perva- 
sive view, for the past five or six years the 
investor living in Tokyo has constantly 
had to contend with comments from 
friends now stationed in China, coming 
back to visit saying things such as: “Why 
do things move so slowly here? Compared 
to Shanghai, it feels like returning to a 
straitjacket. Japan is simply not keeping up 
with the rest of the world. We are all won- 
dering: When is Japan going to ‘get it’?” 

Situated in Asia surrounded by a long- 
term boom, and as the second-largest econ- 
omy with a huge pool of savings, it is 
somewhat incredible that Tokyo has not be- 
come a true international financial center, 
and could soon be eclipsed by Shanghai. It 
is as if the world has resigned itself to the 
idea that Japan will forever remain uncom- 
petitive in the intermediation of capital— 
both domestic and foreign—and that if this 
imposes a drag on future growth of both 
the Japanese and world economies, nothing 
can be done about it. In rapidly aging Japan, 
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the saddest thing about this is that the op- 
portunity loss and tax burden will be borne 
disproportionately by the country’s youth. 

Yet given domestic political will, it 
would not be hard to revitalize Japan’s 
stock market and fix the country’s image 
in the financial world. The basic principles 
would be simple. First, just as sunlight is 
the best disinfectant, so transparency and 
disclosure are the best medicines for mar- 
kets. Second, investors in the Japanese 
market want to see con- 
crete changes in laws— 
not just vague, 
nonbinding statements 
that “talk the talk” but 
do not actually change 
corporate behavior and 
market credibility. 

To revitalize its 
markets and its image, 
Japan’s government should take five sim- 
ple steps: 

æ Fix the problem of “concentration of 
shareholder meetings.” This year, 97.6% of 
all Tokyo Stock Exchange-traded compa- 
nies’ AGMs took place during a brief nine- 
day period, and half took place on the very 
same date. Since the Company Law only 
requires that companies send out the 
proxy materials two weeks before an AGM, 
that is precisely what many companies 
do—so proxy statements from 1,806 com- 
panies must be analyzed and voted on by 
fund managers and other investing insti- 
tutions and individuals in a brief three- 
week period. This of course makes it 
extremely difficult if not impossible for in- 
vestors to vote shares in a responsible 
manner, much less perform necessary 
analysis or have a dialogue with manage- 
ment before the AGM. 

This decades-old problem could be 
very easily fixed, by: changing the Com- 
pany Law so that companies have five 
months instead of three to have their fi- 
nancial statements approved by share- 
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holders; requiring that proxy materials be 
sent out six weeks ahead of the AGM; and 
requiring the TSE and other exchanges to 
split companies into separate groups, 
which will hold their acms within differ- 
ent date zones. 

æ Allow shareholders to send legitimate 
representatives to shareholder meetings. Al- 
most all Japanese companies’ Articles of 
Incorporation contain a provision that 
prohibits anyone except registered share- 
holders to attend share- 
holders meetings. This 
prevents foreign-based 
shareholders, in partic- 
ular, from giving power 
of attorney to their rep- 
resentative in Japan to 
attend meetings. (But 
in apparent violation of 
their own Articles, 
many companies send their own employ- 
ees to sit at the shareholder meeting and 
noisily cheer for approval of management’s 
proposals.) 

The Company Law should not allow 
Articles of Incorporation to prohibit at- 
tendance by legitimate representatives 
who are registered in advance of AGMs. 

æ Require publicly listed Japanese com- 
panies to promptly and publicly disclose the 
results of shareholder voting for each resolu- 
tion, including the number of votes cast in 
favor and against each resolution and the 
number of abstentions. Unbelievably, this 
is currently not required by law or regula- 
tion, so many companies simply count the 
proxy cards that have “yes” votes until 
they get to a number that exceeds the lev- 
el of approval (say, 51%), and then stop 
counting. As a result, the signaling effect 
that is so important in the U.S.—for in- 
stance, when a shareholder proposal op- 
posed by management garners a significant 
percent of the vote—is very weak, because 
no one externally is told what the actual 
vote count was. Investors have to sit 
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around speculating about what it probably 
was. Likewise, if a certain director was just 
barely approved but is clearly unpopular, 
no one can know. 

To heighten beneficial “signalling” ef- 
fects, it would also help greatly if the Com- 
pany Law were amended so as to permit 
“advisory” shareholder proposals regard- 
ing corporate policy. This omission is a ma- 
jor reason why activists in Japan often have 
to choose between backing down without 
meaningful dialogue and “going to guns” 
with a pushy proposal: the Company Law 
only allows them to make proposals with 
regard to matters that can be decisions 
made by resolutions at shareholder meet- 
ings (such as an increased dividend). There 
is no room for anything in between. 

æ Require institutional shareholders 
that have a fiduciary duty to multiple benefi- 
ciaries or similar obligations to protect mul- 
tiple stakeholders to disclose to those parties 
their proxy-voting policies and guidelines, as 
well as their voting records for each publicly 
listed portfolio company in which they hold 
shares, with regard to each resolution. In ad- 
dition to mutual funds and a broad range of 
investment advisors and hedge funds 
(which are covered by such rules in the 
U.S.) such institutions should include banks 
and insurance companies. This is because 
these are the largest institutions in Japan 
that are often considered to be “cross- 
shareholders” and that vote to support in- 
sider-led boards simply in order to preserve 
the lucrative business they receive in re- 
turn, when actually they owe legal and reg- 
ulatory duties to serve as prudent fund 
managers on behalf of deposit holders and 
policyholders. Given the level of distrust of 
the Japanese market that has been engen- 
dered by the continued, pervasive existence 
of “cross-shareholdings,” the very least the 
legal and regulatory framework should do 
is to require such institutions to tell the 
market and their beneficiaries how they are 
voting, thus motivating them to vote with 


accountability to their own stakeholders 
and minimizing the deleterious impact of 
conflicts of interest. 

Likewise, companies should be required 
to disclose by name the largest 20 beneficial 
owners of their shares (such shareholders 
being required to divulge that information), 
and how those holders voted on each reso- 
lution at each AGM. Such a rule is needed 
because the former recommendation would 
not shed sunlight on the voting practices of 
certain noninstitutional (e.g., corporate) 
cross-shareholders. 

These two steps could significantly in- 
crease the trust of global investors in the 
Japanese market. Overnight, cross-share- 
holders would have to explain to their own 
shareholders and other stakeholders why 
their shareholdings are an optimal use of 
capital and why their voting practices add 
value to those investments. Speculators 
who wish to hide behind custodian banks 
and equity swaps may hesitate to take large 
positions, but legitimate investors and 
hedge funds will not mind the disclosure. 

The reader may have seen graphs show- 
ing that cross-shareholdings as technically 
and narrowly defined (direct bilateral hold- 
ings) have declined significantly. Naive an- 
alysts from investment banks that get most 
of their revenue selling services to Japanese 
corporations may be telling clients that Ja- 
pan’s market is normalizing. But consider 
these numbers from the TSE. From 2004- 
07, the percentage of shares owned by indi- 
viduals dropped to 23% from 46%, while 
the percentage owned by institutions and 
corporations grew to 49% from 36%. More- 
over, seven percentage points of the latter 
13-point increase was corporations putting 
their capital into other companies. A mere 
2.1% of all shareholders now control these 
49% of all votes, and many of them are lend- 
ers, insurance providers, suppliers, distrib- 
utors and often cross-shareholders as well. 
Neither we nor their stakeholders know 
how they are voting, and most of them want 
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to keep things that way so they will not be 
embarrassed on the off-chance that trans- 
parency would cause them to have to vote 
against management. Is it credible that the 
system can ensure true accountability of 
management and a functioning market for 
corporate control? Is the market really 
headed in the right direction? 

@ Legally require public companies’ 
boards to have a majority of independent di- 
rectors, and create a legal framework that 
will allow them to be fully effective. To do 
this, the first essential step would be to 
amend the Company Law so that there is 
(for the first time) a legal definition of “in- 
dependent outside director”—one that is 
consistent with global best practices and 
the type of loopholes that are likely to be 
used in Japan. The second step would be 
to require in the Company Law that a ma- 
jority of a listed company’s board of direc- 
tors must be such independent outside 
directors. The third step would be to 
amend the Company Law so as to permit 
the board to formally delegate decision- 
making authority on specific matters to 
board committees composed of elected di- 
rectors, including committees which may 
(as necessary) be composed entirely of in- 
dependent outside directors. 

Recently, hundreds of Japanese compa- 
nies have taken to adopting takeover de- 
fenses which will be triggered by so-called 
“special committees” that are often not 
composed of directors at all, let alone inde- 
pendent outside directors. However, such 
special committees do not owe any legal 
duty to shareholders, who therefore can’t 
sue them. Because of this, many foreign and 
domestic investors alike do not believe that 
these takeover defense plans will tend to 
increase shareholder value, as has been 
proved to occur in the U.S., but rather sus- 
pect that the plans will detract from value 
by entrenching poorly performing manag- 
ers. Not surprisingly, therefore, companies 
with such defense plans have tended to 
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trade down compared to their peers. 

The reality is that under present Japa- 
nese law these “special committees” are ex- 
tralegal—there exists no legal basis for their 
creation, composition or administration. A 
board of directors is not legally allowed to 
delegate board decision-making, even to a 
committee composed of directors. When 
and if such directors sit on such commit- 
tees, it is unclear whether or not they are 
acting in their full capacity as directors, 
bearing full fiduciary duties. Most impor- 
tantly, since most members of such special 
committees are often outsiders not selected 
by shareholders, they clearly do not bear 
any fiduciary duties to and cannot be held 
legally accountable by shareholders. 

“Special committees” are not a formula 
for enhancing the credibility of markets or 
the value of companies, but rather an at- 
tempt by insider Japanese boards to avoid 
accountability for future decisions. More- 
over, the simple fact is that without effec- 
tive independent outside directors, a market 
for corporate control cannot function. 

If taken by Japan, these five steps 
would show global observers that it is seri- 
ous about invigorating its own stock mar- 
ket at this crucial point in the history of 
global markets; that it is fully committed 
to dynamic market mechanisms and the 
transparency and accountability that is 
necessary to support them; and that it in- 
tends to keep up with the rest of the world 
in these areas. If this could happen soon, 
expect a flood of money into Japanese 
stocks. Wall Street’s problems could be an 
opportunity for Japan—but it would be a 
plus for the global economy. 

While tough times lie ahead for the U.S. 
economy, the impulse to fully purge the 
dead assets from the system and undertake 
regulatory reforms serves the U.S. well. 
Japan’s apparent fate as a perpetually un- 
competitive financial center stands as a 
stark warning of the costs of failing to fol- 
low through. W 





The China Dream 
Revisited 


by Joe Studwell 





S CHINA SUFFICIENTLY 
complex that one’s predic- 
tions about it might be 180 
degrees wrong throughout 
one’s entire career? It some- 
times seems that way. In 2002, I published 
The China Dream, a best-selling book about 
the travails of foreign investors in China in 
the 1990s (and, indeed, over the centuries 
leading up to the 1990s). The Chinese econ- 
omy promptly exploded onto a faster 
growth trajectory, leading to what may be 
the first really good returns foreign inves- 
tors have had from China since the Middle 
Ages. Now, many China pundits think that 
the show is over, as the economies of the 
United States, Europe and Japan slow, and 
China’s domestic economy faces up to the 
consequences of its own, gargantuan lever- 
aged investment cycle. 

However, I have been telling anyone 
foolish enough to listen that dire short-term 
predictions for the Chinese economy are 
overblown. Inevitably, I will be wrong 
again, but perhaps also worth explaining 
is how the past four years I spent studying 
Southeast Asia, and latterly Japan and 
South Korea, have changed some of my 





views on China and modified others. I 
haven’t joined the “China-takes-over-the- 
world” camp, but I have come to see the ra- 
tionality of some of the strange things that 
go on there. 

This summer I reread The China Dream. 
This was not an act of narcissism but of ne- 
cessity. I have almost no memory for things 
I write, even after relatively short periods 
of time. When the book was first published 
I fell into a state of near apoplexy because 
Michael Heseltine, the former British dep- 
uty prime minister, did not respond to an 
invitation to my London book launch. After 
putting up with various diatribes about the 
condition of British political life, my wife 
asked if I recalled what I had written about 
Mr. Heseltine in the book. I didn’t. In fact I 
had recounted with great glee the amount 
of time and money Mr. Heseltine had wast- 
ed in China without seeing a return. No 
wonder he didn’t show up. 


ao Mr. Studwell is the author of The China 
Dream: The Quest for the Last Great Untapped 

Market on Earth and Asian Godfathers: Money 
and Power in Hong Kong and South-east Asia. 

He is currently writing a comparative history of 
development in Asia. 
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At last, Chinese firms’ share of exports increases 
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While reading through my book again, 
I divided the major arguments into three 
separate lists. I labeled the first column 
“Young and foolish.” It contains argu- 
ments that were completely and utterly 
wrong and for which, in a better world, 
people would get their money back. The 
second column, headed “Could do better,” 
is for arguments that were neither fully 
right nor wrong, but incompletely in- 
formed. The third column has anything 
that was actually correct. If we run 
through a few items on these lists, it will 
become apparent why I don’t think China 
is headed for a meltdown, but also why I 
am not quaking in my boots as I wait for 
the dragon to immolate me. 


The Young and the Foolish 


HEADING THE COLUMN “Young and Fool- 
ish” is my attack on China’s capital controls. 
The China Dream contains a chapter, enti- 
tled “Other People’s Money,” which rails 
against the Chinese government’s policy of 
trapping, by means of exchange controls, 
domestic savings within the country. To be 
fair, my revulsion at this strategy was based 
on the observation that it guarantees that 
any crisis in China will automatically be 
paid for by the destruction (via inflation 
and depreciation) of the savings of ordinary 
Chinese people, sequestered as they are by 
capital controls in a state-controlled bank- 
ing system. My reaction to this today—how 
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age devours idealism—is that of ruthless 
Texan huckster J.R. Ewing explaining the 
nature of life to his wife in the soap opera 
Dallas: “Sue Ellen, whoever told you life 
was supposed to be fair?” 

There is no doubt that the financial 
structure of China’s development strategy 
is a high-risk one. But development itself is 
highly risky, which is why so few countries 
manage to succeed. The last few years have 
convinced me that—despite all the theoret- 
ical claims to the contrary—the only really 
sure result of an open capital account for a 
developing country is to improve stock 
market returns for international investors, 
as has been the case throughout Latin 
America over the past 30 years. On the oth- 
er hand, developing countries almost inev- 
itably give rise to situations that suck in the 
least helpful kind of flighty international 
capital; high nominal interest rates arising 
from structurally higher inflation rates (as, 
repeatedly, in Latin America and in South- 
east Asia before the 1997 Asian financial 
crisis); bubbles in nascent, relatively small 
and illiquid stock and bond markets (par- 
ticularly serious in Latin America and Rus- 
sia); and spikes in trade surpluses and trade 
frictions leading to speculation on currency 
realignments (as in Japan, South Korea and 
Taiwan in the 1980s, and now China). 

I do not believe that the absence of cap- 
ital controls was the root cause of the finan- 
cial crisis in Southeast Asia (bad government 
is a far stronger candidate), but equally, 
open capital accounts produced no obvious 
net benefits. In China by contrast—as was 
the case in Korea and Taiwan until the 
1990s—government has used capital con- 
trols to create, for as long as those controls 
hold, an artificially large window of oppor- 
tunity for sustained growth. 

It is, of course, impossible for capital 
controls to function perfectly, or even near- 
perfectly. If one makes the easiest, crudest 
calculation of likely illicit capital flows in 
China’s case—foreign-exchange reserve 
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growth minus the current-account balance 
minus net foreign direct investment—it is 
apparent that the equivalent of up to 8% of 
GDP fled the country in a year in the late 
1990s, and up to 8% of app has been enter- 
ing the country in recent years. But without 
the controls, how much greater would the 
gyrations have been? 

The point is that exchange controls give 
China a chance to increase international 
competitiveness and to move toward the 
global technological frontier, before the 
risks involved in capital controls lead to a 
financial blow-out. The biggest risk is ex- 
cessive misallocation of credit when sav- 
ings have no offshore alternatives and are 
mediated by a government-owned banking 
system. Compared with Korea or Japan, 
which directed savings through higher- 
quality, mainly privately-held banks, Chi- 
na’s postcommunist financial system looks 
particularly crude and monolithic. Yet I 
think it is preferable to the kind of shotgun 
privatized systems tried out in countries 
such as Indonesia, Russia and in Latin 
America, where banks become the play- 
things of godfathers and oligarchs. 

China will eventually be hit by a finan- 
cial crisis. On this my opinion is un- 
changed. But every country that has ever 
developed has been hit by financial cri- 
ses—from the U.K. to the U.S. to Japan and 
Korea. What matters is what you can 
achieve before the crisis arrives. China is 
doing only a so-so job of locking in perma- 
nent gains as its financial risk rises—at 
least, I believe, when compared with the 
likes of Japan and Korea. 


Nearly There, But Not Quite 


MY “GOULD DO BETTER” column is headed 
by the subject of state industrial policy. 
The China Dream, in Friedmanite fashion, 
took the state as the enemy. Its heroes are 
farmers, private entrepreneurs in places 
such as Zhejiang Province and “the most 


productive and effective human capital in 
the country ... young women working on 
the production lines of export processing 
factories in southern China.” It is clear 
that without the nonstate sector, there 
would be no Chinese transformation; we 
would be back in the pre-1978 era. None- 
theless, working in Southeast Asia in par- 
ticular made me realize that some of the 
state sector policies of the Chinese govern- 
ment, while not necessarily optimal, have 
been better than those pursued by other 
developing countries. Southeast Asia is a 
region where those businesses most natu- 
rally given to outsize profits via oligopo- 
ly—such as financial services, telecoms or 
utilities—have been licensed out to private 
entrepreneurs who bankroll politics but 
are subject to no broader requirements to 
support the developmental objectives of a 
state. This, to my mind, is a big part of why 
Southeast Asia has almost no technologi- 
cally sophisticated, branded businesses 
that can compete in global export markets. 
The state has failed to discipline the re- 
cipients of state largesse. 

In Northeast Asia, by contrast, the Jap- 
anese and Korean governments supported 
indigenous private businesses with capital 
and licenses only so long as they showed a 
capacity to develop brands and technolo- 
gies and, critically, to export. The Korean 
governments of the 1960s to the 1980s mon- 
itored chaebol export figures obsessively, on 
a monthly basis. Conglomerates that failed 
to expand their international sales suffi- 
ciently quickly, and meet other competitive 
targets, were cut out from government fa- 
vor and soon dropped from the ranks of Ko- 
rea’s leading companies; one measure of 
this in the postwar era is that any given 
chaebol had a less than one in two chance 
of remaining in the top 10 for a decade. 

The grudging recognition I have come 
to have for Chinese industrial policy is that 
the government has not been guilty of the 
same dereliction of duty that occurred in 
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Southeast Asia. China has plumped itself 
somewhere in the middle of the Southeast 
Asian and northeast Asian approaches. The 
economy’s surest cash flows have not been 
handed over to some friendly political aco- 
lyte without reference to a nation’s need to 
compete globally in order to develop. How- 
ever, nor have those cash flows gone to the 
strongest private-sector manufacturers. In 
China, the state sector has clung on to the 
banks, which might be preferable to priva- 
tization to an Indonesian or Argentine or 
Russian oligarch, but is likely to be inferior 
to widely held private ownership with 
strong government oversight. Meanwhile, 
other financial services, telecoms and util- 
ities firms all remain in the state’s hands 
producing, in recent years, rapidly rising 
profits. Unlike in Southeast Asia, the cash 
is available to pay for China’s march to the 
technological frontier. The question is 
whether China is getting there. 

Until recently it was hard to make aseri- 
ous case that China’s structure of state sec- 
tor-dominated big business was facilitating 
progress up the technological ladder. 
Judged in terms of the export performance 
favored by Japanese and Korean bureau- 
crats, the Chinese story was not impressive. 
The share of exports accounted for by in- 
digenous firms shrank every year for two 
decades from the mid-1980s, while that of 
foreign enterprises rose: to 58% in 2005 
from 2% in 1986. In 2006, however, the in- 
digenous firms’ share of Chinese exports 
rose—very slightly—for the first time. Pro- 
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visional data published by the Ministry of 
Commerce on its Web site (see chart on 
page 26) indicate this trend has continued 
in 2007 and 2008. If so, it may suggest that 
some kind of turning point has been reached 
and that relatively more Chinese firms are 
producing output that is competitive in the 
global market place. There is no indication 
whether the same trend may be occurring 
in specifically high technology exports (as 
defined by the Chinese government), as no 
new data classified by firm ownership ap- 
pear to have been published since 2005. At 
that point, the indigenous share of high 
tech exports had been squeezed down to 
just 12%, with the balance accounted for by 
foreign firms (see chart nearby). 

The Chinese government’s determina- 
tion to foster what it calls an “innovation 
society” is not in question. Money is being 
fired at the target, encouraged by generous 
fiscal rebates and other support. Accord- 
ing to a recent OECD report, gross expen- 
diture on research and development in 
China rose to 1.43% of GDP in 2006 from 
0.6% in 1995 (an average across Chinese 
and foreign-invested companies). Chinese 
firms’ expenditure on royalty and licens- 
ing payments to acquire technology—as 
captured in accounts such as those filed by 
law by U.S. seller companies with the U.S. 
Bureau of Economic Analysis—is rising 
rapidly, albeit from a low base. 

There can be little doubt that China is 
getting some technological traction, and 
part of the reason is effective state indus- 
trial policy. But we must ask whether it is 
likely that Chinese big business dominated 
by state ownership is going to achieve the 
technological gains posted by the big busi- 
nesses under private ownership but with 
government support in Japan and Korea. 
My guess is that China will do better than 
seemed likely five years ago, but somewhat 
less well than its northeast Asian peer 
group. This is one reason why I am not 
backing China to rule the world. 


28 k. FAR EASTERN ECONOMIC REVIEW ca October 2008 


af] 


Possibly on the Nose 


UNDER THE “ACTUALLY CORRECT” column 
for The China Dream, I would highlight the 
book’s contempt for the notion that an 
economy’s stock of foreign direct invest- 
ment is a guide to its future competitive- 
ness. This point is connected to the one 
made above about industrial policy. A de- 
cade after the Asian financial crisis, it is all 
but impossible to argue that the Southeast 
Asian model of opening economies to for- 
eign investment and then waiting for the 
foreigners to somehow “make local busi- 
ness competitive” works. It was a “let-the- 
market-rip” prescription as simplistic as 
the “let-the-investment-bankers-do-what- 
they-want” one for which the taxpayers of 
the developed world are about to pay a sig- 
nificant price. Today Thailand is a wreck, 
vying with the Philippines for the title of 
Asia’s capitalist basket case. Malaysia 
opened its doors so wide to FDI that foreign 
firms drove exports to a level in excess of 
annual app. Yet the country that was once 
the British Empire’s most profitable colony, 
and which former Malaysian Prime Minis- 
ter Mahathir Mohamad said would be a de- 
veloped nation by 2020, is presently a vapid, 
unhappy and increasingly divided lower 
middle income nation. 

This is not an argument against foreign 
investment per se. It is simply a statement 
that the presence of large amounts of FDI in 
China is not a guide to the country’s future 
any more than was the case in Southeast 
Asia. Instead, what is intriguing avout Chi- 
na is whether it can manage a developmen- 
tal trajectory that takes it through the 
unexplored territory between the South- 
east Asian model and that of Japan and Ko- 
rea. The former has proven to be a disaster, 
whereas the latter is not possible for China. 
Japan and Korea were explicit U.S. allies in 
the post-World War II era, and not only al- 
lowed to protect their domestic markets 
while indigenous firms developed, but also 
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given proactive support: American aid and 
loans, generous contracts during the Kore- 
an and Vietnam wars, special export orders 
such as for Japanese cars. None of this is on 
offer for indigenous Chinese companies. Of 
course they enjoy the more benign environ- 
ment of open international trade, but at the 
same time the Chinese government has 
found itself trading market access for U.S. 
tolerance. This was most obviously the case 
with the terms of China’s accession to the 
World Trade Organization, where Beijing 
gave away (at least on paper) much more 
than non-Chinese observers had expected. 
Of late, however, it seems China’s leaders 
think they have given away enough market 
access already, while Sino-U.S. tensions 
over the yuan ratchet up. 

This may be the critical context for the 
next five or more years of China’s develop- 
ment. Will the Chinese government, de- 
spite recent nationalist rumblings, 
continue to give ground on the exchange 
rate and market access? If so, will this un- 
dermine the competitive potential of in- 
digenous firms? Or could the Chinese 
government make political moves that re- 
assure the U.S. about its diplomatic, mili- 
tary and nationalist aims, and thereby buy 
a little developmental space for itself and 
its corporations? 

Inevitably, reality will be somewhere 
in between. But my guess is that the future 
will turn out somewhat closer to the first 
proposition than the second; my greater 
conviction is that along the way Sino-U.S. 
relations will become very fraught. So, for 
some more famous last words, in the next 
few years China will push the U.S. to the 
brink over its exchange rate and market 
access, Beijing will ultimately make some 
significant concessions on the trade rather 
than the political front, and this will have 
an impact (marginal, not mortal) on the 
long-run development of Chinese corpora- 
tions. The upshot will be that China still 
doesn’t take over the world. il 








The Battle for 





Boeung Kak Lake 


by Ron Gluckman 





ACH OF PHORN SOKHIM’S 
56 years seems to have 
etched lines of worry into 
her tired face and wilted 
her frail, rail-thin frame. 
All skin, bones and bad teeth, she weighs 70 
pounds, but still works 12-hour days, earn- 
ing $2 to $3 by farming vegetables on 
Boeung Kak Lake in Phnom Penh. Some 
4,000 families make their home, literally, 
upon the largest lake in Cambodia’s capi- 
tal~shacks perch helter-skelter on sagging 
planks. This settlement sprang up in the af- 
termath of the Khmer Rouge’s murderous 
rule as refugees found shelter in land, or 
rather water, that nobody else wanted. 
Now, however, the lake is a valuable re- 
source coveted by developers, and it is set 
to become a test case for property rights in 
this poor but rapidly developing country. 
After Ms. Phorn’s entire family perished 
in the genocide, she made her way to Phnom 
Penh and rebuilt her life in this swampy ba- 
sin. Even among the downtrodden there is 
a pecking order—her one-room hut sits as 
far out as one can wobble on the wooden 
planks before plopping into the polluted 
lake. Like Ms. Phorn herself, the tiny hovel 
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cobbled out of second-hand wood and cor- 
rugated metal is a survivor. 

But for how much longer? That’s one 
question that keeps Ms. Phorn awake at 
night, shaking. “Last night, I heard the 
boats come,” she says, eyes wide with ter- 
ror. “I heard them and couldn’t sleep.” In 
the morning, she found that stakes marking 
the boundaries of the water gardens sus- 
taining the lake dwellers had been pulled 
up. “Maybe they will come back and knock 
down my house,” she worries. 

The same fear grips other communities 
around the lake, where around 20,000 
people have made their home, some for de- 
cades. Many feel terrorized. Residents say 
the authorities are helping the boat men 
steal the lake. 

Rumors have circulated for years that 
the lake would be targeted for develop- 
ment. Still, residents were shocked when, 
without consultation, they received notice 
from the government that they would have 
to relocate far from Phnom Penh. This is 
the latest in a series of large-scale evictions 
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as Cambodia transforms from a forlorn 
Asian backwater into the region’s newest 
tiger economy. Growth has averaged near- 
ly 10% over the past three years; only Chi- 
na has grown faster in that period. 

All around this war-scarred country, 
entire towns and ethnic enclaves are van- 
ishing, often violently, to make way for rub- 
ber plantations, logging or mining 
operations, says Naly Pilorge, director of 
the local human rights group, LICADHO. Her 
group has documented numerous instances 
in which police and military forcibly re- 
moved residents, arresting resisters and ac- 
tivists. Some villages have been burnt or 
bulldozed, and protesters killed in clashes. 
By the end of 2006, LICADHO says nearly 
15% of Cambodia’s arable land had been 
leased to concessionaires, generally big 
companies with links to the government. 

If anything, since then evictions have 
picked up pace. Increasingly, they pave the 
way not for roads, plantations or rural de- 
velopments, but massive real-estate proj- 
ects such as the one planned for Boeung 
Kak Lake, most of which would be filled in. 
Cambodia’s real-estate sector also claims 
Asia’s second-fastest growth rates, again 
trailing only China. Much of that growth 
has been along Cambodia’s coast, where lo- 
cal developers and foreign funds are carv- 
ing up some of Asia’s last undeveloped 
shoreline for expensive villas and resorts. 
But the biggest projects dot Phnom Penh, 
where massive, self-contained satellite cit- 
ies fueled by money from South Korea and 
China promise gated communities, boating 
clubs and golf courses for the privileged. 

Meanwhile, current residents like those 
at Boeung Kak Lake—many of whom claim 
title to their plank-connected plots under 
the country’s 2001 Land Law—are shunted 
aside with little compensation, or are forc- 
ibly relocated to remote sites that often lack 
any basic services. “Landlessness is an in- 
creasingly critical development and hu- 
man-rights issue in Cambodia,” notes a 
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report from the United States Agency for 
International Development. 

Despite the development, or perhaps be- 
cause of it, the problem grows worse, ac- 
cording to David Pred, founder and director 
of Bridges Without Borders Southeast Asia, 
an NGO that supports community-based de- 
velopment, child protective services and, 
increasingly conducts land-rights advoca- 
cy. “Land grabs are reaching epidemic pro- 
portions,” he says. “This is the biggest 
problem facing Cambodia.” 

Many figures bear him out. British char- 
ity Oxfam estimated that landlessness af- 
fected perhaps 3% of the total population in 
1993, in the aftermath of what was then the 
biggest United Nations peacekeeping mis- 
sion. Over $10 billion was spent to disarm 
the various Cambodian factions that had 
been fighting since the 1970s, and to over- 
see the first elections in 1992. Although civ- 
il society has been slow to emerge, 
Cambodia can claim to be among the most 
democratic countries in Southeast Asia. 
While corruption remains a huge stigma—a 
new report from Transparency Interna- 
tional ranks Cambodia as the 14th most 
corrupt country in the world—the free- 
wheeling economy and improved security 
has lured a growing group of frontier inves- 
tors. Yet the soaring economic growth 
hasn’t trickled down much. By the end of 
the 1990s, landlessness likely reached 12%, 
according to USAID. 

The figure has almost doubled since 
then to 23%, according to Mr. Pred. “In 
Cambodia, the rich steal from the poor and 
get away with it,” he says dejectedly after a 
recent land-rights meeting at Boeung Kak 
Lake. “This is all government-sanctioned 
under the auspices of economic develop- 
ment, but really it’s just a land grab.” 

The situation around the country is 
equally dire. In a report issued at the end of 
September, Amnesty International reports 
150,000 Cambodians are living in risk of 
evictions “in the wake of land disputes, 
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land grabbing, and agro-industrial and ur- 
ban redevelopment projects.” Adhoc, a local 
rights watchdog, estimates 50,000 people 
nationwide were evicted for development 
projects in 2006 and 2007. LICADHO esti- 
mates that more than 30,000 people have 
been displaced by forced evictions in 
Phnom Penh alone in the last five years. 

Amnesty and local land-rights activists 
say pressure on residents and those who or- 
ganize have increased around the country. 
“Our workers have received calls threaten- 
ing them unless they 
backed away from this 
case,” says Dan Nicholson, 
Asia and Pacific program 
coordinator for the Centre 
on Housing Rights and 
Evictions, which is fighting 
to halt the lake project or at 
least win adequate com- 
pensation for residents. 
The government initially 
told residents they would 
have to choose between re- 
location to a new dwelling 
15 kilometers outside of 
Phnom Penh, a resettle- 
ment payment of $8,000, or 
the option of housing in the new develop- 
ment at some unspecified time in the fu- 
ture. Under intense protest, the government 
upped the payment to $8,500, or a payment 
of $500 and relocation to a dreary resettle- 
ment site lacking adequate water and other 
services. Few have accepted. 

“The main problem is that it is too far 
away and there are no jobs there,” notes 
Mr. Pred. His group estimates that devel- 
opers are getting land worth $2 billion at 
current selling prices for $79 million, all 
without any bidding or public discussion. 
“If they want to develop the lake, they 
should do it in an open and transparent 
manner. They need to consult the people 
and provide fair compensation,” he says. 

Cambodia has a long record of brutal 
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evictions and shameful legal process, as 
detailed by various human-rights groups. 
Perhaps the worst examples are docu- 
mented among remote ethnic tribes, 
where land has been appropriated whole- 
sale for logging and mining. In March 
2005, in Kbal Spean village, in Banteay 
Meanchey Province near the Thai border, 
police and soldiers allegedly fired into a 
crowd of people protesting the theft of 
their land; five were killed and 40 injured. 
Cambodian law limits economic conces- 
sions to 10,000 hectares, 
but LICADHO has docu- 
mented regular patterns of 
abuse that include granting 
deeds of contiguous land to 
companies with different 
names, but the same office 
address and director. 
Pheapimex, with close ties 
to the government, alleg- 
edly claims 300,000 hect- 
ares. 

Pheapimex has also been 
linked to Shukaku, the mys- 
terious firm granted a 99- 
year lease on Boeung Kak 
Lake in February 2007. Lit- 
tle is known about Shukaku beyond reports 
in Chinese media of funding from a Yun- 
nan state company that signed a develop- 
ment partnership following meetings in 
southern China with Cambodian Deputy 
Prime Minister Sok An. Shukaku is report- 
edly owned by Senator Lau Meng Khin, 
whose wife owns Pheapimex. 

Such heavyweight political clout isn’t 
the only obstacle facing land activists. Am- 
nesty reports government-orchestrated in- 
timidation, while village leaders are often 
bought off. “And the government controls 
the judiciary,” explains LICADHO’s Ms. Pi- 
lorge. “They use physical abuse, divide 
communities, and threaten not only land 
organizers but their relatives with arrests. 
They have all the tools for disempowering 
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communities and taking the land.” 

Still, Brian Rohan, an American lawyer 
in Cambodia who trains local lawyers and 
specializes in land issues, thinks the battle 
over Boeung Kak Lake is shaping up as a 
landmark case that could change the tide. 
For one thing, the lake isn’t in an obscure 
corner of the country, beyond the reach of 
activists and reporters. Boeung Kak Lake 
has long been a popular tourist area in 
Phnom Penh. Guesthouses, restaurants 
and other businesses have a huge stake in 
staying put, and their oweners are more ac- 
customed to speaking out than the rural 
poor. As well as visibility, the size of the 
project, and its vast impact, makes it hard 
to ignore. “It’s the largest relocation of peo- 
ple in Cambodia since the Khmer Rouge 
emptied the cities,” Mr. Nicholson notes. 

Then there are the terms of the deal, 
which remain shrouded in secrecy. No pub- 
lic hearings were held on the proposal to 
give the rights to 133 hectares of land to 
Shukaku for a reported mix of high-end of- 
fice, residential and retail development. 
Criticism of the environmental wisdom of 
filling in one of this scorching-hot capital’s 
chief aquifers has been widespread; even 
82-year-old Vann Monyvann, a revered ar- 
chitect who built many of Phnom Penh’s 
finest buildings and monuments, has made 
rare public statements of opposition. Prime 
Minister Hun Sen, Cambodia’s ruler for the 
last two decades, personally approves the 
land concessions, and his government coun- 
ters that there has been a proper environ- 
mental impact report. Assessing it is 
impossible, since it was never released. 

Finally, the grant likely violates the 
country’s land laws, according to various 
legal experts and advocates. Concessions 
can be granted for state property, but not 
public land such as a lake. “It’s blatantly 
illegal,” says Mr. Nicholson. “This is bound 
to be a huge test case.” 

Additionally, many of the lake residents 
actually claim title to land as part of a na- 
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tionwide program to register land claims. 
After the Khmer Rouge obliterated land 
ownership, the government basically start- 
ed over, assuming title to all land. But resi- 
dents who could show a mandated period 
of occupancy could lay claim to the land. 

Ms. Phorn, the frail vegetable grower 
has few possessions, but proudly shows off 
her land title, complete with fingerprints 
and photograph of her receiving the deed 
from the government workers who circu- 
lated around the lake to register the land 
claims. Of course, that was when nobody 
except desperate refugees would dare to 
live on the lake, which regularly suffers 
flooding and typhoid outbreaks. 

Now even the 3,000 people who live and 
scavenge for a living on the city’s Stung 
Meanchey municipal dump are facing evic- 
tion. For decades, human-rights workers 
have hectored the government to close it. 
Next year, the government will shut it 
down—not out of concern for the children 
who work there, but because the land has 
become too valuable for mere refuse. It 
will be redeveloped as real estate, and the 
landfill along with the workers will be re- 
located outside Phnom Penh. 

Prospects for Boeung Kak Lake don’t 
appear promising. In September, courts de- 
manded steep filing fees of tens of thou- 
sands of dollars to request a halt to the 
filling in of the lake, which has already in- 
creased flooding and forced many to flee 
submerged homes. Residents then mounted 
a protest at the home of Prime Minister 
Hun Sen, but were turned away. A govern- 
ment spokesman later said they could take 
the compensation or get nothing. 

“Development is supposed to help peo- 
ple not make them worse,” notes Mr. Pred, 
who adds that many victims of land grabs 
reminisce that things were actually better 
under the Khmer Rouge, blamed for the 
death of perhaps up to a quarter of the Cam- 
bodian population. “At least back then, they 
say, they had a place to live.” = 
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Of Milk, Health and 
Trade Security 


by David M. Bell 





HE MELAMINE-contami- 
nated milk that has sick- 
ened at least 53,000 infants 
is the latest public-health 
emergency to have trig- 
gered international concern and highlight- 
ed the need for improved global cooperation 
to prevent, detect and control health threats 
that may rapidly spread beyond national 
borders. Other recent examples include 
contamination of the drug heparin in 2007, 
the dumping of 500 tons of petrochemical 
waste in Abidjan, Céte d’Ivoire in 2006, and 
the sARs epidemic in 2003. Importantly, 
these health emergencies also disrupted 
business operations, trade and/or tourism. 

The economic impact of the tainted 
milk is not yet known, although precau- 
tions are being taken by countries that im- 
port milk-containing products from China 
and rebuilding public confidence may take 
a long time. sARs caused a global economic 
loss estimated at $40 billion due to de- 
creased trade and travel and the disruption 
of global supply chains. These disruptions 
would pale before that of a severe influenza 
pandemic, estimated by the World Bank to 
cost the global economy up to 4.8 % of glob- 





al app. According to the Unites States Con- 
gressional Research Service, trade 
disruptions during a pandemic could in- 
clude countries banning goods from infect- 
ed regions, travel bans due to protective 
health measures, or supply-side constraints 
caused by health crises in exporting coun- 
tries. For these reasons, business, trade, and 
tourism stakeholders, and those who sup- 
port them, such as the insurance industry, 
have a strong vested interest in working 
with public-health authorities to promote 
global health security. 

An important new framework to pro- 
mote global health security in the 21st cen- 
tury is the revised International Health 
Regulations (THR), adopted by the 192 mem- 
ber states of the World Health Organization 
in 2005. Known as IHR 2005, it replaced the 
previous IHR 1969, which proved unable to 
address new health threats. The focus of 
the latest mR shifted to prevention, detec- 
tion, reporting and containment of “public- 
health emergencies of international 
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concern,” or PHEICs, and discouraging trade 
and travel restrictions disproportionate to 
the threat. 1R 2005 became effective in 
2007, with implementation required of 
member states by 2012. 

The 1HR also promote global trade 
security, which may be provisionally de- 
fined as maintenance of a stable trade envi- 
ronment by promotion of safe and 
unhindered travel and transport, stability 
of supply and distribution chains, continu- 
ity of business operations, and safety of im- 
ports and exports. Trade security has been 
mentioned in the context of protecting 
shipping lanes and more recently, inter- 
cepting terrorist cargo disguised as freight. 
In the 21st century, a broader concept is 
needed that also addresses disruption due 
to public-health emergencies. For business- 
es, industry associations and international 
trade organizations and their member 
states, promoting IHR implementation is 
good risk management, since the risk of 
business and trade disruption is reduced in 
countries where the mr are implemented. 


Overcoming Barriers 


THERE ARE TWO major challenges to IHR 
implementation: technical and political/ 
economic. Many countries, especially in 
the developing world, lack the necessary in- 
frastructure for prevention, detection, and 
control of disease outbreaks, toxic spills, 
unsafe food and drugs, or other PHEICs. 
Last year, to guide global capacity-building 
needs in the next five years, the WHO pub- 
lished “rr 2005: Areas of work for imple- 
mentation.” This ambitious document calls 
for global partnerships to “strengthen na- 
tional disease prevention, surveillance, 
control and response systems; public-health 
security in travel and transport; WHO glob- 
al alert and response systems; and the man- 
agement of specific risks.” Building public 
health capacity is particularly important 
because it will enable countries to prevent 


and respond to public health emergencies 
regardless of whether they meet the IHR 
definition of a PHEIC. However, resources 
are insufficient and political will varies in 
light of competing priorities. 

The nontechnical challenges are even 
more daunting. Countries may perceive 
substantial economic disincentives to re- 
porting and responding to public health 
threats as required by the rR. Economic 
harm to tourism or export industries could 
result from public health measures such as 
travel advisories, quarantine, seizure of 
hazardous products, or culling of infected 
livestock—or simply from unjustified public 
fears. Mounting an emergency response 
will challenge the health budget of many 
developing countries, yet the rar includes 
no provision for financial support or com- 
pensation. Countries may be reluctant to 
request international assistance for various 
reasons, including national pride, desire to 
obtain primary recognition for research 
findings related to the event, or a commer- 
cial interest in biological samples obtained 
in surveillance or response activities. 

On the bright side, national economic 
interests, such as protecting tourism, can 
promote government actions consistent 
with global health security. In late 2006, 
the Indonesian government suspended 
sharing influenza virus samples with WHO 
due to intellectual-property issues regard- 
ing vaccine development, thus compromis- 
ing the global surveillance of influenza. Yet 
in August 2007 samples were sent from a 
patient who died of avian influenza in Bali. 
According to the Indonesian Health Min- 
istry, the specimens were sent to the WHO 
Influenza Collaborating Center at the U.S. 
Centers for Disease Control and Prevention 
in Atlanta “to prove that no mutation took 
place in the virus and to inform people in 
the world that Bali was still a safe place to 
visit.” Although Indonesia did not resume 
sending specimens from elsewhere in the 
country, this incident illustrates that en- 
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lightened economic self-interest can be lev- 
eraged to promote health security. 

The rue are intended to avoid unjusti- 
fied governmental restrictions on interna- 
tional trade and travel in a PHEIC, but have 
no enforcement mechanism and do not ap- 
ply to private entities which may implement 
such restrictions on their own. 1aR imple- 
mentation is primarily the responsibility of 
health ministries, yet the trade and tourism 
sectors have much to lose in a disease out- 
break and often have more influence on 
government policy than do health minis- 
tries. In summary, the public-health sector 
needs help in implementing the 1HR; recog- 
nition of their importance to trade security 
can provide the basis for engagement of 
trade and tourism stakeholders. 


A Path Forward 


MANY TRADE AND tourism stakeholders 
may not realize they have a vested interest 
in IHR implementation. Many are unfamil- 
iar with the mir and its recent shift in focus. 
Others recognize the potential adverse eco- 
nomic impact of a health emergency, but 
consider early detection and control to be 
the responsibility of public-health authori- 
ties. Since many companies appear to be- 
lieve that these events are like unpredictable 
and unpreventable hurricanes, their risk- 
management strategy, if any, is limited to 
minimizing damage if the storm hits them. 
These companies may not realize the ben- 
efits of early detection and containment to 
their own risk-management strategy, or the 
daunting challenges faced by public-health 
authorities in implementing early mea- 
sures. That is, stakeholders may have an im- 
plicit understanding of the importance of 
health security for trade security, but not as 
a goal they should pursue. 

On a technical level, many companies 
and industries can potentially assist coun- 
tries to meet the new IHR infrastructure re- 
quirements. Industries in the aviation and 


maritime sectors have long collaborated 
with public-health authorities regarding 
measures at points of entry, but many oth- 
er trade and tourism stakeholders have an 
interest in promoting safe and expeditious 
travel and transport through these critical 
sites as well. Since PHEICs are most effec- 
tively detected and contained in communi- 
ties rather than at borders, rR 2005 
requires, for the first time, that countries 
develop public-health infrastructure 
throughout their territories. This difficult 
challenge may offer an opportunity for di- 
rect private-sector engagement. 

Larger companies or their nonprofit 
foundations could invest by providing re- 
sources to individual countries or the wHo 
to help countries through its taR Imple- 
mentation Plan. Investments might include 
funding and “in kind” assistance, e.g., sup- 
plies, facilities, expertise, and transport ca- 
pacity. Small- and medium-sized firms also 
have a role, especially as partners in public- 
health emergency response, e.g., in devel- 
oping policies that encourage infectious 
employees to stay home and relaying health 
messages to workers and their families. 

Countries are now developing their na- 
tional action plans to meet IHR require- 
ments by 2012, offering an opportunity for 
trade and tourism stakeholders to learn 
about these plans and consider investing in 
their success. Tabletop exercises with pub- 
lic-health officials and local case studies 
may help businesses understand their re- 
turn on investment. Discussions have oc- 
curred at the World Economic Forum 
about roles for global business in disaster 
response that could help serve as a model. 

Industry and political leaders should be 
encouraged to understand, before any event 
occurs, that it is always in their interest for 
public-health authorities to report and 
control a PHEIC rapidly, and to seek inter- 
national assistance if appropriate. In the 
Internet age, news and rumors cannot be 
suppressed indefinitely. Temporary losses 


30 FAR EASTERN ECONOMIC REVIEW em October 2008 


for a country’s tourism or export industries 
would be preferred over taking halfway 
measures leading to worsening conditions 
or a loss of trust by the public and business 
partners at home and abroad. This message 
would be more influential coming from 
business communities and trade ministries 
than public-health officials. 

Particularly challenging is the issue of 
compensation for businesses and their em- 
ployees who suffer economic losses when a 
country complies with the 1HR and wHo ad- 
vice in controlling a PHEIC. Even wealthy 
countries will have difficulty addressing 
this issue. It is unrealistic to expect devel- 
oping countries to bear the economic con- 
sequences of disease-control measures 
unassisted. The experience gained in com- 
pensating poultry farmers for culling to 
contain avian influenza outbreaks illus- 
trates that such programs can be helpful 
when appropriately designed and imple- 
mented and that international financial and 
technical assistance may be required. 

The availability of partial compensation 
to countries through an internationally 
supported mechanism should be estab- 
lished before any PHEIC, as well as proce- 
dures and criteria for disbursing aid. Ad hoc 
donations afterwards will be too late to in- 
fluence decision making or cushion the im- 
mediate losses of businesses and workers 
who have little financial reserves. To pro- 
mote IHR implementation, public-health 
and business leaders might consider estab- 
lishing an international trust fund or insur- 
ance product. This could be done as a 
public-private partnership involving an 
agency such as the World Bank or WEF. 

Trust funds are typically supported by 
a tax on specific transactions, which may 
be unpopular, whereas the concept truly is 
insurance, perhaps purchased by countries 
and industry consortia. Insurance premi- 
ums for many developing countries would 
need to be subsidized, but donors might 
consider this as a worthwhile investment. 
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Insurance companies have experience in 
writing policies to cover many unusual 
eventualities and it is not inconceivable that 
a sound product could be designed. Many 
large companies already have business-in- 
terruption insurance for known risks. 
While commercial insurance is likely be- 
yond the reach of many small businesses in 
developing countries, this approach could 
serve as a model for a policy to cover entire 
communities or perhaps critical industries 
and their suppliers. Conditioning the insur- 
ance on improvements in public-health and 
emergency management infrastructure 
could help justify these improvements as 
attractive investments, rather than costs. 
Many details would need to be worked out, 
including what losses would be covered, 
how claims would be adjudicated, and to 
whom claims would be paid. The national 
government might be a likely candidate, to 
the extent that it incurred verifiable ex- 
penses in disease control and in compensat- 
ing private companies or citizens. 

An initiative by major trading nations 
and business sector champions is needed to 
engage trade and tourism stakeholders to 
promote implementation of the revised IHR. 
Focusing on trade security would help 
avoid entanglement in more controversial 
health-trade issues like drug pricing. Ac- 
tivities may include raising awareness in 
business sectors and organizations like the 
wTO, seeking resources to help the wHO 
and member states strengthen core public- 
health capacity, developing novel compen- 
sation mechanisms to offset economic 
disincentives to 1HR adherence, drafting 
codes of good practice, and promoting eval- 
uation of public-health interventions. 

Global trade security depends on glob- 
al health security, including IHR imple- 
mentation. Public-health, trade and 
tourism stakeholders have much to gain 
from joining forces to promote both and 
much to lose from failing to recognize 
their common interests. i 
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Japan's ‘Manga Man’ 
To the Rescue? 





Taro Aso is the latest in a string of Japanese prime ministers. Yet voter 


discontent, a rupturing ruling party and economic woes are among the 


issues facing this feisty politician. Is he doomed to fail, too? 


Is Aso the LDP’s 


Last Ditch Leader? 
by Tobias Harris 


ARO ASO, THE great-great grand- 
son of a founding father of mod- 

ern Japan and grandson of a 
founding father of the postwar system, has 
been elected president of the ruling Lib- 
eral Democratic Party and the prime min- 
ister of Japan. The upp has embraced Mr. 
Aso as a savior in the midst of what former 
Prime Minister Yasuo Fukuda called the 
party’s worst crisis since its formation. The 
LDP is heavily divided in Tokyo, uncertain 
about the legacy of former Prime Minister 
Junichiro Koizumi. It has alienated its tra- 
ditional supporters, who see the party as 
insensitive to their economic insecurities, 
especially their concerns about the health 
and pensions systems. The opposition Dem- 
ocratic Party of Japan exploited the griev- 
ances of these LDP supporters to win control 


of the Diet’s upper house in 2007, and is try- 
ing to do so again to seize control of the 
lower house and form a government. 

Mr. Aso has been given the task of find- 
ing a way through this mess and leading the 
LDP to victory in the next general election. 
The bulk of the Lpp’s members hope that 
his popularity will save them from elector- 
al defeat. The party elders hope that he will 
repair the party’s battered image, which 
has been damaged by public perceptions of 
insensitivity to the plight of the people. The 
LDP’s conservatives see him as their chance 
to reclaim what they lost when Shinzo Abe 
resigned; Mr. Aso, they hope, can once 
again take a hard line on North Korea, pres- 
sure China on its human rights violations, 
its tainted products, and its military mod- 
ernization, and resume the normalization 
of Japanese national security policy, all 
while working with the United States and 
other Asian democracies to build an “arc of 
freedom and prosperity.” And the Lpp’s 
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rank-and-file members hope that he will 
actually address the economic problems 
that threaten their wellbeing. 

With this coalition behind him, it is lit- 
tle surprise that Mr. Aso won so handily in 
the Sept. 22 LDP presidential election. He 
received all but seven of the 141 votes of 
the party’s prefectural chapters, which de- 
termine how they vote on the basis of a 
popular vote of LDP supporters. He re- 
ceived 217 of 386 votes of the Lop members 
in the upper and lower houses of the Diet. 
In his fourth bid for power, he fi- 
nally succeeded, with a land- 
slide. But the seeds of his 
success—the LDP’s existen- 
tial crisis--may also be his 
undoing. 

Notably absent from 
Mr. Aso’s electoral coali- 
tion and his newly ap- 
pointed cabinet is the 
LDP’s reform wing, the 
followers of Mr. Koizumi. 
They remain popular, 
particularly in urban Ja- 
pan, but the LDP has aban- 
doned them. They in turn 
see Mr. Aso as little better 
than the old Lpp that Mr. 
Koizumi worked to destroy. 
Hidenao Nakagawa, leader ofthe 
reform wing following Mr. Koizumi’s with- 
drawaland the titular head ofthe Machimu- 
ra faction, the LDP’s largest, did everything 
in his power to support Yuriko Koike, the 
candidate endorsed by Mr. Koizumi in the 
party election. 

He even risked a split in the faction by 
pushing for Ms. Koike, a member of the 
Machimura faction, despite the de facto 
faction chief and former Prime Minister 
Yoshiro Mori’s decision to endorse Mr. 
Aso. Ms. Koike was an inadequate stan- 
dard bearer, lacking the support of the 
grass roots and the party establishment 
enjoyed by Mr. Aso. She did not even have 
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all of the reformists behind her, as Nob- 
uteru Ishihara also ran as a reformist. Her 
defeat shows, however, that there is little 
place left in the Lop for Mr. Koizumi’s fol- 
lowers. Mr. Aso did invite Ms. Koike to 
join his cabinet-~Ms. Koike declined, cit- 
ing irreconcilable policy differences—but 
that offer was likely made with the knowl- 
edge that there is no place for her and her 
views in an Aso cabinet. 

The reformers, already in retreat under 
Mr. Abe and Mr. Fukuda, may now be 
wholly alienated from the party. 
And Mr. Koizumi’s decision— 
announced on the Aso 
cabinet’s first day of busi- 
ness—to retire at the next 
election may be the cata- 
lyst that serves to sever 
their last remaining ties 
toa party that has made it 
clear that they are unwel- 
come in its ranks. 

In short, the party that 

Mr. Aso has inherited may 
not survive through a 
general election. It is Mr. 
Aso’s party now. It appears 
that under Mr. Aso’s watch 
the Lpp could become a 
rump conservative party, 
stripped of its reformers and 
reduced to an alliance of nationalist hawks 
and party stalwarts who want to return to 
the days of pork and patronage, less of a big 
tent and more conservative than ever. 

Arguably, Mr. Aso has had one consis- 
tent goal through his long pursuit of the 
premiership. Like his ancestors, he wants 
Japan to be capable of flexing its muscles 
globally. He wants Japanese to be proud of 
being Japanese. He wants them to see Ja- 
pan as he sees it: as an “awesome” country, 
with a long, proud history and a number of 
qualities that make it a world leader. He 
wants—borrowing aterm from his grand- 
father Shigeru Yoshida—“Japan’s latent 
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power” (nihon no sokodikara) to material- 
ize. As he wrote in his 2006 book about 
Mr. Yoshida, “Isn’t Japan leading the world 
in many areas? Even as I write mottainai 
[an aversion to wastefulness], energy con- 
servation, widespread education, number 
one in cleanliness, number one in indus- 
triousness, number one in health, a society 
with a high level of middle-class identifi- 
cation, non-ideological thinking, and so on 
come to mind.” 

In this sense, Mr. Aso differs from Mr. 
Abe, who could barely conceal his loathing 
for Japan as it is; his 
“beautiful country, Ja- 
pan” existed only in the 
future, once Japan had, 
in his words, “cast off 
the postwar system.” 
Mr. Aso has made clear 
that he recognizes Mr. 
Abe’s failures, which he 
believes stem in part 
from his insensitivity to the concerns of 
Japanese voters. Mr. Abe was interested in 
the trappings of great power—troop re- 
views and high summitry—but forgot the 
lesson of both the Meiji and the early post- 
war elites: that great-power status is root- 
ed in a robust domestic economy. Mr. Aso 
seems to have absorbed the lesson, and as- 
pires to a fuller, more responsive conser- 
vatism that reflects the connection 
between the domestic economy and inter- 
national status. 

He elaborated his thinking in an article 
in the March 2008 issue of Chuo Koron, a 
center-right journal. In this article, Mr. Aso 
explicitly breaks with Mr. Abe. After prais- 
ing Mr. Abe’s work “pioneering constitu- 
tion revision, education reform, and a 
resolute foreign and defense policy,” Mr. 
Aso condemns him for failing to address 
mounting economic problems, in effect 
making Japanese conservatism irrelevant 
to the lives of Japanese citizens, writing: “I 
think that if we do not embrace our former 
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LDP mainstream’s ‘politics of tolerance and 
patience,’ if we do not stop growing in- 
equality, and if we do not work together for 
an economic policy that unifies Japanese 
society, ours will not become a conserva- 
tism that opens the way to the future.” 

He does not reject Mr. Abe’s policies, he 
rejects his priorities. To that end, he used 
his March article—and another article in 
the conservative journal Voice—to fill in the 
sizeable gaps in the Abe agenda. He out- 
lined a plan to restore confidence in the 
pensions system and finance it with a con- 
sumption-tax hike, de- 
spite past opposition to 
any consumption tax 
increases. He urged 
businesses to boost con- 
sumption by raising 
wages, and to reverse 
the trend of using con- 
tract employees. He 
also called for radical 
decentralization that would move most rev- 
enue to prefectural governments, leaving a 
“small but strong” central government 
whose main responsibility would be foreign 
and security policy. 

In addressing the stagnation of regions 
outside Japan’s urban core, Mr. Aso was 
responding to the challenge posed by the 
DPJ’s gains in traditional Lpp “kingdoms.” 
In the aftermath of his 2007 defeat, Mr. 
Aso took a page from Mr. Ozawa’s cam- 
paign strategy, vacating the Diet to travel 
Japan to speak with voters about their 
concerns and hopefully bolster popular 
support for another run at the LDP presi- 
dency. He followed his tour with the afore- 
mentioned articles, which were matched 
by his courtship of Lpp leaders, most nota- 
bly Mr. Mori, who endorsed Mr. Aso two 
weeks before Mr. Fukuda’s resignation. It 
was this three-pronged approach—cam- 
paigning at the grass roots, lobbying LDP 
elders, and shoring up his policy creden- 
tials—that won Mr. Aso the premiership. 
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But it may all be for naught. The politi- 
cal situation may be beyond the control of 
even the popular Mr. Aso. He comes into 
office on a wave of bad economic news. In 
the midst of the Lpp campaign, the Cabinet 
Office revised Japan’s second quarter 
growth figures downward, to a 0.7% quar- 
terly drop (3% annualized). For three 
straight months the consumer confidence 
index has reached new all-time lows. Bank- 
ruptcies are near all-time highs. Inflation is 
up, and rising food and energy costs have 
become a major political issue. This is oc- 
curring at the same time the U.S. financial 
system and the global financial system tee- 
ter on the brink of collapse. 

It is unclear whether Mr. Aso is capable 
of overcoming the worsening economy. He 
has embraced the economic stimulus pack- 
age devised in Mr. Fukuda’s last month in 
office, but that plan seems less likely to 
stimulate consumer demand than to offer 
inducements to traditional LDP support- 
ers—most notably small- and medium-sized 
businesses—to vote for the Lpp in the next 
election. His selection of Shoichi Nakaga- 
wa, his leading conservative ally, as finance 
minister casts doubt on his ability to man- 
age the economy. In appointing Mr. Nak- 
agawa, Mr. Aso has opted for loyalty over 
competence as there is little sign that Mr. 
Nakagawa has the acumen for the job. 

Mr. Aso seems better on social security 
and health care, the issues that are of great- 
est concern to Japanese voters. He has crit- 
icized the new eldercare system for citizens 
over the age of 75 years, which was rolled 
out in April to much criticism and has cost 
the LDP several elections since. He has sug- 
gested that wholesale reform might be nec- 
essary, but there are signs that he is backing 
down from this position. Similarly, his bold 
plans for social security seem to have been 
shelved for the time being. 

Mr. Aso’s ideas for restructuring the 
Japanese economy for the 21st century are 
bold, but these grand schemes are useless 


unless the government can overcome im- 
mediate difficulties. In dealing with the fal- 
tering economy, Mr. Aso appears to be out 
of his depth. He has tossed fiscal retrench- 
ment overboard—ensuring that Japan will 
have a harder time shrinking its national 
debt—for the sake of a stimulus that may not 
accomplish its stated aim. The public will 
have little tolerance for Mr. Aso’s rhetoric 
about the wellsprings of Japan’s greatness 
if he is unable to do something about the 
deepening economic crisis. 

It is little surprise that initial public 
opinion polls show that the Aso cabinet has 
failed to break the 50% threshold in public 
approval, which even Mr. Fukuda broke. 
Public tolerance for inaction is gone. The 
Japanese want the government to act quick- 
ly and effectively after years of dithering. It 
is the Lpp that has long wielded power, and 
it is the LDP that has failed to fix its mis- 
takes. The reality is that Mr. Aso may have 
climbed to the height of power only to find 
that he is to preside over the Lpp’s funeral. 
He may have only a handful of weeks to de- 
liver something concrete to the public. 
When a general election comes, which by 
Mr. Aso’s own reckoning may be as early as 
November, he will have to convince voters 
that while the LoP may have failed to exe- 
cute effective responses to policy failures 
in the past, under his leadership the LDP 
will succeed. 

His only asset is his undeniable popu- 
larity, rooted in his folksy charm, and his 
penchant for straight talk (which occasion- 
ally gets him into trouble). Known as the 
favorite politician of Akihabara, Tokyo’s 
“electric town” and a center of youth cul- 
ture, Mr. Aso’s interest in manga and otaku 
culture has strengthened his claim to be a 
maverick outsider despite his ultimate in- 
sider status. But Mr. Aso’s quirks cannot 
save the LDP. If he fails to respond convinc- 
ingly to the sources of public insecurity, his 
popularity will be irrelevant, and the LDP 
will be defeated. = 
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Aso Leads Lpp’s Struggle for Survival 
by Ko Mishima 





N RESPONSE TO Yasuo Fukuda’s 
sudden departure, the Liberal 

Democratic Party held the presi- 
dential election on Sept. 22, electing Taro 
Aso as its new leader. Two days later, the 
Japanese parliament formally authorized 
Mr. Aso’s premiership. While the future of 
Mr. Aso’s cabinet is unclear, there is no 
doubt that the LDP is suffering a deep or- 
ganizational decline. Mr. Aso may choose 
to call a snap election for the lower house 
soon and, depending on the results, the 
LDP may lose its ruling position. Moreover, 
the coming election may begin a new 
round of party realignment. 

Even though its timing was unforeseen, 
Mr. Fukuda’s resignation itself was not a 
surprise. It was evident that he reached a 
deadlock. Japanese society faces many dif- 
ficult problems, such as increased econom- 
ic inequality, an aging population, 
economic disparities between the regions, 
and unstable financial markets. Mr. Fukuda 
completely failed to address these and oth- 
er problems. Why was he so ineffectual? Of 
course, personal factors—Mr. Fukuda’s lack 
of vision and political skills, his age, and so 
on—were partly to blame. Japan’s “twisted 
parliament” also burdened him. Because of 
then Prime Minister Shinzo Abe’s political 
blunders, the LDP lost to the Democratic 
Party of Japan in the upper-house elections 
in 2007, giving up effective control of the 
upper house of the Diet. Thus, it became 
difficult for Mr. Fukuda to pass even non- 
controversial bills through parliament. 

However, the fundamental reasons for 
Mr. Fukuda’s failure (and Mr. Abe’s) could 
be found in structural changes in the Lpp’s 
internal organizations. Specifically, the 
dominance of second-generation parlia- 
mentarians and the weakening of tradition- 


al intraparty management systems are 
damaging the party’s vigor. As a result, the 
LDP is less sensitive to popular demands 
and is less capable of leading policy making 
effectively. During his tenure, Prime Min- 
ister Junichiro Koizumi concealed this fact 
with his unique charisma. Yet, his depar- 
ture removed the cover, making the party’s 
decline visible once again. 

Second-generation parliamentarians, 
or nisei giin, are those who inherited their 
electoral district from a relative (usually, 
their father) who had also served as a par- 
liamentarian. They increased in number 
during the ’70s and ’80s and now account 
for about 30% of LDP’s lower-house mem- 
bers. Importantly, they almost monopo- 
lize LDP leadership—Mr. Aso is one of 
them, and so were Messrs. Fukuda, Abe 
and Koizumi. 

One problem with second-generation 
parliamentarians is that their political posi- 
tion relies not on their talent and efforts but 
on their inherited electoral “machines.” 
Therefore, many of them have dubious pro- 
fessional capabilities. This point was un- 
mistakably demonstrated by Mr. Abe. Most 
of his personal followers were second-gen- 
eration parliamentarians. He deliberately 
appointed these followers to key positions 
in his cabinet, which critics nicknamed 
“the cabinet of buddies.” In reality, though, 
they were concerned only about individual 
gains, eventually shortening the life of the 
Abe administration. Another problem is 
that while many second-generation parlia- 
mentarians represent rural districts, the 
LDp’s traditional stronghold, they are ill- 
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informed about the realities of rural com- 
munities. In general, they grew up and 
were educated in Tokyo; as such, they do 
not have personal networks that allow 
them to obtain information from the grass 
roots in their rural districts. Today, the 
LDP is troubled with defections by rural 
voters, which happens in part because sec- 
ond-generation parliamentarians failed to 
build an effective communication pipeline 
between Tokyo and rural regions. A third 
problem is that the presence of second-gen- 
eration parliamentarians among the party’s 
younger generation leads to reduced pres- 
sure for reform. Usually in an organization, 
young members are an important catalyst 
of renewal. In the Lpp, however, many 
young members are also 
second-generation par- 
liamentarians. From the 
outset of their careers, 
they have a sense of en- 
titlement and are bound 
by vested interests. 

The Lpp’s internal 
management tradition- 
ally stood on two prima- 
ry pillars: factions and zoku. Yet, both 
mechanisms began to wane with the 1994 
electoral reform of the parliament. Mr. Koi- 
zumi’s assaults undermined them further. 
Consequently, the LDP has come to lack ef- 
ficient mechanisms that can mobilize and 
coordinate its parliamentarians, bringing 
about a reduction in its organizational ef- 
fectiveness. Factions used to be the corner- 
stone of the Lpp’s internal order. 
Commanding rank-and-filers at will, fac- 
tional bosses decided who would become 
the party’s top leader. They no longer pos- 
sess such strong power. Indeed, in the pres- 
idential election last week, factional 
affiliation was merely one of many factors 
that shaped LDP parliamentarians’ behav- 
ior. Of the eight factions that currently exit, 
only four small ones could act in unison. All 
four big factions failed to speak with one 
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voice. Having consecutively produced four 
prime ministers prior to Mr. Aso, the stron- 
gest Machimura faction is said to preserve 
traditional patterns best. But this time, it 
split because Yuriko Koike stood up as the 
first female candidate in history, defying 
senior members of the party. 

The decline of factions damages the 
LDP’s organizational strength. First, it 
makes the LDP prime minister’s position 
more unstable by depriving him of an im- 
portant leverage to keep centripetal forces 
within his party. Before, factions enjoyed 
total loyalty from their members. This 
meant that when placed in a predicament, 
an LDP prime minister could count on at 
least his faction’s support while waiting for 
the tide to turn. Today, 
however, he lacks this 
luxury. Once he stum- 
bles, his supporting cir- 
cles instantly evaporate, 
turning him into a lame 
duck. Both Messrs. Fu- 
kuda and Abe were vic- 
tims of this dynamic. 
Second, in the past, only 
factional bosses were qualified as candi- 
dates for the premiership. This meant that 
only those who held proven records of suc- 
cessful leadership could rise to the top posi- 
tion. Today, however, a candidate whose 
ability as a leader is unknown may secure 
the prime-ministerial appointment. In fact, 
when electing Messrs. Fukuda and Abe as 
their leader, many LDP parliamentarians 
were unaware of their lack of leadership ca- 
pacity. 

Tribal parliamentarians, or zoku, are 
senior and middle-level Lpp politicians who 
specialize in a particular policy area. 
Equipped with abundant experiences and 
networks, they traditionally functioned as 
the nucleus of policy making. They have 
also seen a major drop in their power. Un- 
doubtedly, the zoku parliamentarians’ de- 
mise has pluses. For example, the opposition 
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that they pose to economic reform is now 
less. But their downfall also has minuses. 
First, the zoku parliamentarians are the 
LDP’s primary point of contact with interest 
groups, so their weakening reduces inputs 
from the latter. In turn, the LDP has to de- 
pend more on the bureaucracy for informa- 
tion and becomes susceptible to 
bureaucratic manipulation. Second, zoku 
parliamentarians are an important com- 
munication channel between rank-and-fil- 
ers and party executives, Thus, their decline 
makes it harder for information at the 
grass-roots level to reach party leaders. 

Surely, the weakening of such tradition- 
al systems as factions and zoku could work 
as the trigger for organizational renewal by 
giving reform-minded members more space 
for action. Yet, the Lpp’s potential reform- 
ers have failed to grab this chance. Most no- 
tably, the so-called “Koizumi Children” 
have completely failed to affect the Lpp’s in- 
ternal politics. The Children are those who 
won their first victory in the 2005 lower- 
house election under Mr. Koizumi’s leader- 
ship. They number 83, accounting for about 
20% of the Lpp’s total. Influenced by Mr. 
Koizumi’s reform philosophy, their orienta- 
tions tend to differ from traditional Lpr pol- 
iticians. Most come from urban districts 
and keep the party’s traditional support 
groups at a distance. Three years ago, many 
analysts predicted that the Children would 
become a major driving force for party re- 
form. Yet, this prediction has never been 
fulfilled. Many of them are seen as unlikely 
to be re-elected in the next election. There- 
fore, the rest of the LDP treat them as unvi- 
able forces and marginalize them. 

No doubt the Lpr will have a tough fight 
in the coming election. The voters’ discon- 
tent about it runs deep. The truly important 
question is if the Lpp will be outperformed 
by the ppJ and give up the ruling position 
to the latter. Before Mr. Fukuda’s resigna- 
tion, the polls suggested the Lpp’s likely 
slaughter. But with Mr. Aso’s inauguration, 
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the Lpp’s unpopularity seems to be bottom- 
ing out. Still, we cannot underestimate the 
chances for a loss by the LDP. 

Finally, it is notable that whether the 
LDP or the pry will win the coming election, 
a reshuffling of parties may happen in its 
aftermath. If the pps wins, both parties will 
be exposed to pressures for organizational 
split. The pps also has internal divisions 
over its orientation. Responsibility for gov- 
ernmental decision-making may highlight 
these cleavages and break the party’s unity. 
In fact, it is rumored that pps leader Ichiro 
Ozawa is preparing a realignment plan that 
will involve both the DPJ and LDP. 

As in the pry, there exists a broad range 
of policy opinions in the LDP. It is never an 
exaggeration to say that only the govern- 
ment spoils can bind together a diverse set 
of Lop parliamentarians. Without them, the 
party may dissolve readily. It will be no 
wonder if desperate Lop members think 
that the easiest way for them to return to 
power is to create a new majority party 
with like-minded ppyJ members. Behind the 
scenes, some LDP politicians are discussing 
plans to launch a new party under Mr. Koi- 
zumi’s leadership. It is unclear what Mr. 
Koizumi’s recent announcement that he 
will retire from politics means. While the 
return of Mr. Koizumi’s premiership is un- 
likely, the option of a Koizumi-sponsored 
new party cannot be excluded. 

In the long-term, party realignment is 
obviously desirable. The current Japanese 
parties fail to perform their proper func- 
tion, namely, enabling voters to give direc- 
tions to policy making. To create a working 
party system in Japan, the reshuffling of 
parties is necessary. However, we also need 
to ask if now is the right time to do it. As 
the global economy is enveloped by an un- 
precedented degree of uncertainty, Japan 
must avoid a political vacuum. At present, 
party realignment is too risky. Instead, 
Japanese politicians should adopt a gradu- 
alist approach. 1] 
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Vietnam in Denial 
Over Economic Woes 


by Long S. Le 





IETNAM Is IN trouble. At 
around 23% for the first 
nine months of 2008, the 
country’s inflation rate is 
at its highest level since 
1991, when inflation hit 67%. The inflation 
rate jumped to a high of 28.3% in August 
from a high of 25.2% in May. Similarly, cpr 
has soured at more than 24% so far this 
year, whereas on average CPI from 2001-07 
had stayed well below the country’s GDP 
growth rate. Inflation and higher prices 
have clearly started to undermine recent 
gains in poverty alleviation. Currently, the 
country’s social-insurance system only cov- 
ers 11% of the workforce. The percentage of 
the population living on less than $1 a day 
is around 20%, or double what it was a year 
ago. Due in large part to inflation, the num- 
ber of labor strikes by factory workers at 
mostly foreign-invested factories in Ho Chi 
Minh City has risen by more than 300% 
over the past two years, according to gov- 
ernment statistics. 

Yet Vietnam’s communist government, 
concerned about political stability and le- 
gitimacy, has concluded that the current 
situation is due to bad luck, not bad policy. 
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As aresult, the government must shore up 
macroeconomic problems and implement 
inflation-fighting measures to put the coun- 
try on the path to recovery. 

At a roundtable discussion with the 
country’s economic experts on Sept. 13, 
2008, Prime Minister Nguyen Tan Dung 
emphasized the “global economic turmoil” 
as the source of Vietnam’s economic prob- 
lems this year. While acknowledging 
that the economic situation is still volatile, 
the prime minister was emphatic that gov- 
ernment measures were working, as month- 
ly inflation rate dropped to 1.6% in 
August from 3.9% in May; CPI rose only 
0.18% in August (the lowest monthly in- 
crease since the start of 2008); and the 
trade deficit in September is expected to 
widen at a slower pace than it did in August, 
when it fell to $500 million from $900 mil- 
lion. Moreover, he said, the decision to lift 
the cost of gasoline on July 21 by 31% did 
not raise the inflation rate or the CPI as ex- 
pected. Some had thought that the cri for 
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August would be as high as 3%. 

In this closed meeting, a few experts 
from the more “independent” economic 
think tanks raised fundamental questions 
about the issues underlying the troubled 
economy, including inadequate measures 
to ensure quality of economic growth, the 
lack of good governance, and the shortage 
of unskilled workers. However, Mr. Dung 
sidetracked their comments stating that 
efforts to address these issues are not a 
priority and would be very difficult to im- 
plement at this time. The priority, he said, 
is to encourage localities and sectors to 
meet a GDP growth of 7% 
for this year. 

Mr. Dung then deliv- 
ered the above policy out- 
look in a working session 
with representatives from 
key international organi- 
zations on Sept.20. He ex- 
pressed confidently that 
the government’s mea- 
sures will ease inflation in 
the next 16 months. It is 
logical to continue pursu- 
ing a high growth-rate tar- 
get in order to bring back 
macroeconomic stability, 
he said. Mr. Dung stated that his office is 
scheduled to submit a policy proposal to the 
National Assembly for its approval. With- 
out any specifics, the proposal has been de- 
signed to prioritize inflation reduction to an 
ideal rate of 12% by next year and to a sin- 
gle-digit inflation rate by December 2009 
or January 2010, and to get the country 
back on track as the next Asian tiger. 

On the ground, there appears to be a 
growing discontent about the country’s 
economy, leading to private discussions 
about the effectiveness of government solu- 
tions and its leaders’ ability. But, at the same 
time, many believe that inflation has 
reached its peak and for now the economy 
no longer faces a severe downturn. They 








Pictured here, Vietnamese Prime Minister Dung has 
been accused of not listening to economic experts. 


were relieved after retail petrol and diesel 
prices were cut twice in August, although 
domestic prices are still nearly one quarter 
higher than at the beginning of the year. 

Still, many are experiencing an anxiety 
about their family’s economic situation that 
they have not felt for over a decade. And 
there appears to be a growing confusion 
among Vietnamese on both domestic and 
international economic situation, as there 
is no consensus about what is to be done. 

For analysts, the “unknown” includes 
the forecasting of Vietnam’s inflation rate 
since the government’s macroeconomic 

policy is hardly transpar- 
Cc ent. The prime minister 
has also taken a contradic- 
tory stance—namely fight- 
ing inflation in a “flexible 
way” to achieve high 
growth rate. For econo- 
mists, there is a trade-off 
between inflation and eco- 
nomic growth. “If you look 
at historical lessons of 
many countries in control- 
ling inflation, stabilizing 
è macro economy, actually 
you will almost never find 
any country which has suc- 
ceeded in controlling inflation and at the 
same time promoting growth,” warned 
Ayumi Konishi, the Asian Development 
Bank’s country director for Vietnam. 

This perspective was echoed by the 
Economist Intelligence Unit. Its forecast 
projects Vietnam’s GDP growth will slow to 
4.9% for 2008 and 4.6% for 2009, and cp! 
will drop to 15.2% in 2009 from 25%. Mean- 
while, the ADB believes that Vietnam can 
exceed the ADB’s GDP projection of 6.5% for 
2008 and 6% for 2009. However, Vietnam 
would do so with “the cost of higher infla- 
tion and widening trade deficit,” according 
to Mr. Konishi. 

In the case that “global economic tur- 
moil” is the source of Vietnam’s economic 
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problems, that turmoil is not going to go 
away anytime soon. To be sure, the recent 
easing of global food prices as well as world 
oil prices has meant that inflation and cPI 
quickened less than expected. Yet, the fi- 
nancial turmoil on Wall Street is expected 
to have certain repercussions for Vietnam- 
ese market institutions (i.e., local banks and 
large state corporations seeking partners 
and foreign capital) and trade activities. 
Vietnam is vulnerable to a demand-con- 
traction of the United States’ economy and 
the falling dollar. 

This means that some of the current 
positives—such as the nine-month exports 
that increased by 39% and the foreign in- 
vestment that hit a record of more than $40 
billion—will be negatively affected. The 
slowdown in U.S. and Europe and the grow- 
ing inflation rates in the Philippines, Indo- 
nesia, India, China, and Thailand will 
likely take its toll on Vietnam’s traditional 
export markets and its FDI channels. 

In all, it seems that Vietnamese Com- 
munist Party leaders don’t want to face the 
truth. Thus far they have opted to see the 
problem as primarily external and have 
used stop-gap administrative measures and 
subsidies. Furthermore, they want to get 
back to rapid economic growth but are not 
willing to admit that the current economic 
woes are the result of the economy growing 
too fast. Specifically, its institutions, infra- 
structure and manpower have been ineffi- 
cient in transforming rapid growth into 
quality growth. 

Vietnam was supposed to become the 
next Asian Tiger. The country’s economy 
has grown, on average, 7.5% every year over 
the past decade. Also, GDP per capita had 
increased to $833 in 2007 from $100 in 
1990. Contributing to economic growth and 
poverty rate reduction is its success in at- 
tracting FDI. In recent years, Vietnam be- 
came the third largest recipient of FDI 
inflows among the members of the Asso- 
ciation of Southeast Asian Nations. 
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However, other things being equal, 
Vietnam’s miraculous growth is based on 
one-time changes of adopting capitalism as 
the basis of economic life; in that respect 
the country started from a very low base. 
Although these changes were by no means 
easy or painless, they cannot be replicated. 
Moreover, the country’s rapid growth was,, 
more or less, characterized by inputs, such 
as mobilizing the rural labor force for in- 
dustrialization, attracting FDI inflows, and 
heavy investment. 

Vietnam’s miraculous growth has not 
been accompanied by appreciable gains in 
efficiency or productivity growth. A study 
by the aps found that Vietnam’s growth 
from 1996 to 2004 was largely the result of 
capital and labor. Meanwhile, total factory 
productivity—measuring the efficiency 
with which labor and capital are combined 
in the output of the economy—decreased to 
16.6% from 62.1% over the same period. 
This illustrates Vietnam’s inefficient use of 
scare public resources, weak governance 
resulting in higher transaction costs, and 
lower labor costs that insufficiently com- 
pensate for the lower level of productivity 

To be sure, today’s economic problems 
do not necessarily signal an end to the 
country’s miraculous growth. They do, 
however, signal the need for party leaders 
to create an environment conducive to 
quality growth. The problem with the cur- 
rent environment is that it is smothered by 
the party’s socio-political interests. That is, 
while 90% of job creation and 70% of indus- 
trial output is generated by the private and 
nonstate sectors, the state financial system 
discriminately allocates a majority of cred- 
it and capital to the state sector. 

Here, the inefficiency is that the amount 
of capital needed to create one job in a stat- 
owned enterprise is more than eight times 
higher than what is needed in a domestic 
private firm; and the potential cost savings 
in transport and technical services could 
easily be more than 30% if the various priv- 
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ileges of SOEs were to be eliminated, ac- 
cording to the World Bank. As noted by 
academic Ari Kokko, “it is very likely that 
Vietnam could generate considerable gains 
in terms of job creation and productivity if 
it was possible to establish a level playing 
field for all types of enterprises.” By some 
estimates, if not for vested political inter- 
ests to hold back privatization, Vietnam 
could be growing at 11% —as fast as China. 

It is noted that in transitional econo- 
mies—those outgrowing communist or 
capitalist dictatorships—there are certain 
reforms that governments may pursue to 
better promote economic growth. And 
that certain styles of government are bet- 
ter able to create and enforce those re- 
forms consistently. A seminal study by 
James Riedel and William Turley in 1999— 
which focuses on Vietnam’s problematic 
reform—notes that sustainable economic 
growth will require the strengthening of 
control in fiscal, monetary, and revenue 
matters, as well as transparency and ac- 
countability. These pillars of economic 
growth will be called on when the usual 
triggers of crisis occur—such as balance of 
payments difficulties, accelerating infla- 
tion or revenue losses. 

But the government’s ability to produce 
comprehensive reforms only when unfa- 
vorable or severe economic shocks occur 
has stifled Vietnam’s economic develop- 
ment. Since 1979, crisis has been the main 
catalyst to abandoning orthodox socialist 
policy. Even then, inefficient outcomes 
have resulted. 


Growth Begins At Home 


TODAY, WHETHER PARTY leaders will once 
again allow for more political openness to 
address the emerging crisis seems unlike- 
ly, at least in the prevailing social climate. 
As noted by economist Jonathan Pincus 
with the United Nations Development 
Programme in Vietnam, “there is no short- 
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age of people in Vietnam who understand 
the causes ofthe current economic instabil- 
ity and the steps needed to quell price infla- 
tion and restore stability to the markets” 
but “these people are not in a position to do 
much about it.” As such, party and govern- 
ment leaders are to blame for the current 
economic situation. 

In the past, Vietnamese premiers uti- 
lized a board of independent economists, 
but when Mr. Dung came into office in 
mid-2006 this board was disbanded. How- 
ever, he did request the Harvard Vietnam 
Program to conduct a critical analysis of 
Vietnam’s socioeconomic development 
strategy. The report was published in Jan- 
uary 2008. It concluded that the “organs 
of the Vietnamese state, political, admin- 
istrative, and academic are increasingly 
co-opted by interest groups who use them 
for self-enrichment and aggrandizement,” 
so that “the greatest threat to the state is 
its own failings.” Importantly, the report 
warned that “inflation in Vietnam is a 
problem of the government’s own making, 
being largely the result of poor macroeco- 
nomic management and inefficient invest- 
ment decisions.” This requires the 
formation of “a new pro-growth, pro-re- 
form consensus,” which “will not be easy,” 
given the absence of a serious economic 
crisis and that the consensus of 1986 no 
longer exists. 

In the case that Prime Minister Dung 
becomes unable to deal with the current 
situation, Party General Secretary Nong 
Duc Manh may be allowed to undertake a 
“fresh start.” Mr. Manh and his coalition 
will likely revert back to a more basic mon- 
etary policy that assumes inflation is not a 
“monetary phenomenon” but largely the 
result of supply shocks by large fpi inflows 
and significant increases in domestic cred- 
it. Of course, while such a consensus may 
allow the one-party-state to “march for- 
ward,” it will not achieve efficiency or sus- 
tain economic development. = 
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Indonesia Discovers 
Green Gold in Trees 


by Oakley Brooks 





HE VILLAGE OF Pante Cer- 
min, in Indonesia’s Aceh 
province, on the island of 
Sumatra, is a simple, hand- 
to-mouth place at the rain- 
forest edge. Like many poor rural 
communities in Asia, farmers will gravitate 
toward whatever activity is paying well. In 
recent years, it’s been logging in the nearby 
hillsides. Thanks to a brisk trade arising 
from post-tsunami reconstruction they can 
earn more than $200—equivalent to a 
teacher’s monthly salary—for each cubic 
meter of logged wood. 

But lately a new buzz is sweeping 
through villages such as these on Aceh’s 
west coast about a plan that would put the 
region on the cutting edge of the environ- 
mental movement. In March, Merrill Lynch 
agreed to pay $9 million for rights to the 
carbon stored in the trees in a third of the 
750,000-hectare Ulu Masen forest that 
stretches out behind Pante Cermin. Part of 
the first wave of activity in a speculative 
market which could see rich countries 
meeting their greenhouse-gas reductions 
by paying poor countries for forest protec- 
tion, the cash commitment from a Wall 





Street bank could initiate a transformation 
in Indonesia, hitherto known for deforesta- 
tion. 

“This is the first time I’ve seen a bank 
say we're going to give you money to not cut 
down a forest,” says John-O Niles, with 
Sydney-based Carbon Conservation, the 
firm that brokered the deal with Merrill 
Lynch and the province of Aceh. 

Indonesia has in recent years led the 
world in deforestation, losing an average of 
1.8 million hectares a year between 2000 
and 2005. But besides destroying some of 
the most diverse plant and tree beds in the 
world and habitat for rare species such as 
the orangutan and the Sumatran tiger, the 
gases released from Indonesia’s logging and 
burning for agriculture also contribute 6% 
of global greenhouse gases, according to 
the 2006 Stern Review on climate change 
commissioned by the British government. 
That puts the country third, behind China 
and the U.S., among nations contributing to 
global warming. 

But in a change of tack, the Indonesian 





œa Mr. Brooks is a free-lance writer based in In- 
donesia. 
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government last year pushed for, and won, 
assurances from the international commu- 
nity that credits from preventing deforesta- 
tion would be part of the next global climate 
treaty planned for 2012. (These types of 
credits are also currently bought and sold 
on a voluntary basis, typically by companies 
looking for goodwill.) In the future, devel- 
oped countries such as the U.S. or the Unit- 
ed Kingdom could help meet their 
greenhouse-gas targets by paying Indone- 
sia and other tropical nations to stop chop- 
ping down forests. The theory is that 
poorer tropical nations need the wealth of 
felled forests for their livelihood and 
wealthy nations need better ways to curb 
their emissions; a transfer of money in ex- 
change for forest “carbon credits” from 
avoided deforestation could be the answer 
to both issues. 

But it’s far from certain if selling these 
forest credits to wealthy countries will re- 
ally reduce deforestation in Indonesia and 
prove a solution for global warming. For 
one thing, money would have to find its way 
through the notoriously corrupt govern- 
ment channels to local communities. “The 
government is pretty big,” says Syafi’i, the 
chief of Pante Cermin village in Aceh. “It 
would take a long time for money to get 
here from the West.” Even if the money fil- 
ters down to communities around the for- 
est, it’s a tricky process to convert loggers 
and slash-and-burn farmers into conserva- 
tionists. The danger is that without suc- 
cessful grass-roots programs, a forest 
carbon scheme may end up making carbon 
brokers and bankers rich but leaving the 
climate and forests worse off. “We don’t 
want to see people selling the carbon cred- 
its to companies for good public relations 
while out in the field the forest manage- 
ment is getting worse,” says Elfian Effendi, 
with Greenomics, an Indonesian forest 
watchdog group. 

So how does it work? To meet national 
targets set in the Kyoto climate treaty, big 


polluters in Europe, such as power compa- 
nies and cement factories, have to either cut 
their emissions or buy emissions “credits” 
on the market placed there by other pollut- 
ers ahead of their targets or by investors 
who’ve brokered, for example, renewable 
energy projects or factory upgrades in de- 
veloping countries. Currently, the price for 
buying credits in Europe hovers around $35 
per metric ton of carbon. 

Under the new forest scheme, a stand of 
trees would be “converted” into tons of car- 
bon by international auditors. However, the 
definition of what constitutes “avoided de- 
forestation” (and thus eligibility under the 
carbon-credit program) is still unclear. A 
national park that reduces illegal logging by 
increased enforcement might qualify. A 
timber company that agrees not to cut land 
zoned for logging, or a community that re- 
duces logging in its community forest, may 
also qualify. World Bank pilot programs 
across the world are searching for accept- 
able standards and methods to ensure a 
project is consistent with a country’s over- 
all plan to reduce deforestation. That way 
deforestation isn’t simply being pushed 
around to new areas of a state. 

Carbon Conservation sold Merrill Lynch 
on the likelihood that the project organized 
in Aceh will meet a new global standard for 
reversing deforestation. In the Ulu Masen 
project area, about 60% of the land is slated 
for legal logging, according to Carbon Con- 
servation’s calculations, and illegal logging 
has been on the rise since the end of the 
jungle conflict there in recent years. The 
Aceh provincial government has commit- 
ted to cancel any logging rights and to halt 
illegal logging in the area. 

“The investors were probably most ner- 
vous about illegal logging,” says Mr. Niles. 
“[But] once they saw the real on-the-ground 
enforcement actions by the governor, they 
stepped up and made their intentions 
known with money.” 

Forest carbon proponents in Indonesia 
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have few successful projects to point to be- 
cause the practice is so new. The 10-year- 
old Noel Kempff Mercado program in 
Bolivia is one project that worked for for- 
ests and developing-world villagers. There, 
the U.S.-based Nature Conservancy teamed 
with the Bolivian government and several 
energy multinationals to buy land slated for 
logging, turn it into a national park and in- 
vest in development in local communities. 
The halt of logging and slash-and-burn ag- 
riculture in the park promised to avoid 5.8 
million tons of carbon emissions over 30 
years. At the same time, studies showed 
that while locals lost hunting rights and 
logging and sawmill jobs, their incomes and 
well-being improved as money and exper- 
tise came in for health clinics, agricultural 
development and new land titles. 

Elsewhere around the developing world, 
conservation groups have found in the last 
two decades that payments and in-kind 
benefits can co-opt both villages and gov- 
ernments into activities such as forest pro- 
tection and species conservation; they tend 
to work best with villagers when benefits 
can be suspended quickly if goals aren’t 
met. Conservation workers in Indonesia de- 
scribe an openness to similar incentives on 
the ground level there. “It’s often true that 
locals are the ones holding the chain saws,” 
says Helene Barnes, with Flora Fauna In- 
ternational in Aceh. “But give them a way 
out and they’re willing to take it.” And as 
locals have watched Sumatra and Kaliman- 
tan, Indonesia’s section of Borneo, defor- 
ested over the last decade and a half, the 
impact of dangerous flash floods in denud- 
ed areas has brought new support for forest 
protection. 

Forest projects already have new sup- 
port in the halls of power in and out of In- 
donesia. The potential upside of the 
business—the World Bank has estimated 
carbon credits could be worth $2 billion in 
Indonesia alone—has drawn a wave of new 
expertise and capital intent on making the 
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market work (in addition to locking in car- 
bon-credit options while the price is still 
low). Companies are being cagey about de- 
tails, but close behind the Merrill Lynch 
venture, Sydney’s Macquarie Bank has an- 
nounced a partnership with the nonprofit 
Flora Fauna International (also active in 
the Aceh Ulu Masen project) to explore 
projects to convert forests into carbon cred- 
its in Kalimantan, the Indonesian section 
of Borneo, and the far east region of Papua. 
Aceh’s Governor Irwandi Yusuf also re- 
cently inked a deal with London-headquar- 
tered brokers Sustainable Forest 
Management, which is backed by a $200 
million investment from Credit Suisse, to 
form a joint partnership company and ex- 
plore carbon credits and other green devel- 
opment of the massive 2.8 million hectare 
Leuser forest in southwestern Aceh. Mean- 
while, New Forests, an Australian timber 
management company, signed an agree- 
ment with Governor Barnabas Suebu of 
Papua to develop carbon sales on three 
tracts of land in the province. 

The three governors of Aceh, Papua and 
West Papua have enjoyed backing from 
President Susilo Bambang Yudhoyono and 
forestry chief M.S. Kaban. At the Bali cli- 
mate conference last December, President 
Yudhoyono gathered other governors from 
around the country and urged them to fol- 
low the lead of these “green governors.” 

But it’s not clear that the budding sup- 
port at the top is enough to overcome the 
twin threats of corruption and illegal log- 
ging in Indonesia. A widening a corruption 
scandal involving the national Bank of In- 
donesia has threatened even some in Presi- 
dent Yudhoyono’s cabinet (Mr. Kaban was 
implicated). Meanwhile, early climate pro- 
gram budgeting has been questionable; in 
July, government officials admitted to us- 
ing $500 million in international loans ear- 
marked for non-forest climate projects to 
cover the national budget deficit, recently 
growing due to Indonesia’s ongoing subsi- 
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dies for motor fuel. Nearly everyone in- 
volved in the burgeoning forest carbon 
industry in Indonesia is pushing for funds 
to bypass the national offices in Jakarta on 
their way to forest communities and other 
regional stakeholders. 

Police and military crackdowns in plac- 
es such as Papua have reduced the flow of 
illegal logs overseas in recent years. But 
there are still reports of illegal wood flow- 
ing through to Chinese finishing mills and 
then into Western living room floors. And 
though palm-oil earnings have fallen in 
half to about $500 per hectare for farmers, 
environmental watchdogs still worry about 
anew trend in which government officials 
at all levels are signing off on the conver- 
sion of forest land to new palm-oil planta- 
tions, because they sorely need economic 
development and the new ventures promise 
new government revenues and payoffs. In- 
donesia’s cloudy title system allows those 
with the most political power to gain access 
to new land. 

Meanwhile, people continue to flout for- 
estry laws even in Aceh, where Governor 
Irwandi has a logging moratorium blanket- 
ing the province. On a recent day near the 
West Coast town of Lamno, at a tin-roofed, 
open-sided mill, workers were pushing 
large hunks of hardwood through a rotat- 
ing saw and stacking the finished boards 
nearby. This was all happening about 10 ki- 
lometers from a forest police post, staffed 
by some of the 1,000 new forest guards 
hired to enforce the moratorium. 

Even with some willingness among 
people to change behavior, it’s not clear 
that an infusion of cash and new commu- 
nity programming will fundamentally 
change attitudes toward the forest. Euro- 
pean Union and World Bank projects in 
the 1990s built irrigation canals and of- 
fered new livestock for villages on the out- 
skirts of Leuser’s national park and 
another park in Kerinci-Seblat, to the 
southwest. In most cases, reviews found 
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the projects failed to improve attitudes to- 
ward the parks or slow illegal logging. A 
report by the World Bank suggests the 
main flaw was not tightly linking the eco- 
nomic benefits to conservation. 

And that’s where forest carbon projects 
will have to improve on the past. “We've got 
to figure out how to make investments here 
that link people’s welfare with continued 
protection of the forest,” says Mike Griffiths, 
the conservation coordinator for the Aceh 
provincial government working with Sus- 
tainable Forest Management on the new 
Leuser project. Forest carbon projects will 
have to do it without making direct pay- 
ments to villagers: in most cases the carbon 
credits, even at European prices, only work 
out to pennies per person per year. Instead, 
carbon credits need to jump-start new local 
economies and incentive programs; they'll 
have to recreate some of the isolated suc- 
cess of the Noel Kempff program in Bolivia, 
half a world away and on a much broader 
scale—about 130,000 people live on the 
edge of the Ulu Masen forest, whereas the 
Noel Kempff project affected 2,100. 

As part of the Ulu Masen deal, Carbon 
Conservation, local environmental groups 
and the government plan to put carbon 
funds toward alternative crops such as rub- 
ber, cocoa and low intensity timber. The Le- 
user team is also exploring high-end safari 
tourism like that found in African parks 
and small-scale hydroelectric installations 
that would encourage locals to protect wa- 
tersheds to keep the electricity flowing. 
The success of forest carbon programs will 
turn on these largely unproven, local pro- 
grams. But it’s going to take time. “This 
market is not something to rush into,” says 
Mr. Griffiths. “If it’s properly established, 
it’s not going to happen in a day. They say 
you need 25 years to establish conservation 
ethics in an area.” If it’s going to be a true 
solution to global warming, however, forest 
carbon will have to find answers to its 
grass-roots problems much sooner. W 


AY A ete ttre eA nananman AAA th Aena eiaa inira aaa nera 





minous Signs From 
Dry Bulk 


by Charles de Trenck 


FTER THE CRACK-UP of the finan- 
cial sector, the world is waiting to 
see what the effect will be on the 
world’s real economy. One negative indica- 
tion is that market turbulence earlier in the 
year was soon followed by a drop in the Bal- 
tic Dry Index, a measure of dry bulk ship- 
ping prices that in late September was down 
some 70% from its May 20, 2008 peak. The 
BDI is often considered to be a leading indi- 
cator, since dry bulk carriers transport the 
raw materials that later become intermedi- 
ate and finished products. 

In a previous article in the REVIEW 
(“Shattering Shipping Myths,” June 2007), 
I pointed to elevated risks of a United 
States/developed countries’ consumer 
meltdown and how it would threaten the 
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container-shipping industry: “Then not 
only will we have a few percentage points 
of overcapacity, we may have a bigger 
problem resulting from cumulative heavy 
ship orders from 2003 to 2007 to deal 
with.” In July 2008, in my piece “How In- 
flation Hits Asia’s Traders,” I showed how 
trade volumes had slowed more than ex- 
pected when adjusted for inflation: “The 
question is when and how prices might fall 
as excess capacity forces shippers to com- 
pete for scarce customers.” 

Since oil appeared to peak, we have been 
backsliding into a weird deflation rather 


<<Mr. de Trenck runs Transport Trackers, a 
Hong Kong-based consultancy service for in- 
vestors, and has tracked shipping since the mid- 
1990s. 
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fast. But some China production costs could 
remain structurally higher than a few years 
ago when combining a stronger yuan with 
higher labor and input costs. Is it a 21st-cen- 
tury twist on stagflation? Since we were on 
steroids for so long, I don’t know. But trans- 
port costs have been falling fast. Ex-sur- 
charges, rates from Asia to Europe on 
container ships were actually negative. The 
shock will only register if the downturn 
lasts longer than a few months. Events in 
2001 certainly constituted a shock. But the 
2005-06 correction happened too fast. In 
many ways 2008 picked up where 2005-06 
attempted a correction. 

Some industry old hands believe the 
next two to three years for container ship- 
ping could be as rough as parts of the 1980s 
for shipping in general. We've learned that 
history repeats in strange ways; and, still, 
many of us continue to think it will get 
worse before it gets better. But I suspect a 
resolution will be more rapid if financing 
continues to dry up. And ships will not get 
delivered because there is no steel or no 
yard, as argued by many analysts in 2007- 
08. Ships may not get delivered because 
owner financing is in short supply. 

Nevertheless, the long-term advantage 
of containers is they reduce transport costs 
and make globalization cheaper. As a re- 
sult, as long as the trend of deepening the 
global division of labor through interna- 


tional supply chains is not derailed by a re- 
surgence of protectionism, the container 
shipping industry should only suffer a 
temporary setback. 


Bulking Down 


THE MOOD IS not as sanguine in the dry 
bulk world. The tempo of corrections var- 
ies by subsector, and with more than 10 
years of vessel demand equivalents wait- 
ing to be delivered to the dry-bulk sector 
over the coming few years, some shippers 
could be in for a big shock. Pain levels 
could be high for companies that agreed to 
pay 2007 top dollar prices for dry bulk 
ships, or who agreed to pay high long-term 
charters in parts of 2007 and 2008. The 
pain is produced by the calculation of re- 
turns on a project where investment costs 
are at levels of 2007, operating costs are 
higher, financing is high or limited, and 
demand growth is leveling off. 

Consider a large Capesize vessel for iron 
ore or coal that may in the past have expe- 
rienced $6,500 per day in depreciation 
costs. When delivered in 2009, a new ship 
may have to register around $14,000 per 
day in depreciation costs. And then add op- 
erating and debt service costs. The average 
spot charter-revenue equivalent per day on 
Sept. 26, 2008 was $42,000, as opposed to 
avery high average of $127,000 per day for 
2008. Longer-term charter rates may run 
$60,000 per day. Many projects will in fact 
be fine because average costs will be lower 
than peak costs for many, and average rev- 
enues will be higher than prices achieved 
in the last few weeks. But the time factor on 
the decline will again be key. 

The very best thing that could happen 
is mass waves of canceled orders for dry 
bulk ships due to insufficient funding, fol- 
lowed by a re-acceleration of China de- 
mand in 2009-10. This scenario is not out 
of the question, so we should remain open 
to its possibility. But as of late September 





the cautious course has been to stay on the 
sidelines. 

For medium- and longer-term trading 
horizons, the best approach is to know 
your valuation targets and know your 
global growth indicators and what drives 
them. I would continue to be interested 
in cashed up, well-run companies, but be 
open to the likelihood of continued vola- 
tile trading as the start- 
ing point. 

The spt has fallen so 
far so fast for the second 
time in 2008. The first 
was the 50% correction 
of early 2008. The sec- 
ond followed the com- 
modities correction 
after mid-2008, which 
has now clocked in at 
about minus 70%. Be- 
cause the BDI fell so rap- 
idly we need time to find correct reference 
points. Reference points will include steel 
and iron-ore prices, and bulk product de- 
mand volumes. And, of course, China and 
global growth will be key. 


Bank Financing Shortage 


A CRISIS IN vessel finance is fast develop- 
ing. This could be a great positive for ship- 
owners with good credit standing, strong 
project profiles and good management 
track records, since the downturn could 
drive weaker competitors to the wall. In 
the words of one shipowner, “offshore oil 
and gas-related projects are prepared to 
pay LIBOR plus 200 to 300 basis points, so 
shipowners will have to pay up.” The ship- 
owners’ rough estimate is that only about 


The emerging 
crisis in vessel 
~ finance will 
| affect the number : 
: of ships produced. 





half of ship loans will get done in the cur- 
rent market. And the equity market will 
not be in a strong enough position to han- 
dle issuances of new equity for most. This 
means many ships will not get built on 
time or at all. For me, this reduction in fu- 
ture shipping capacity is the silver lining 
for the industry once the process starts to 
occur repeatedly across yards in China, 
South Korea, Japan and 
other countries. 

The U.S. dollar has been 
the first compass I look to 
when seeking guidance. As 
the dollar was being driven 
down, devalued and beaten 
up, many investors sought 
the refuge of other stores of 
value, such as commodities. 
Ships proved to be a great 
store of value as well during 
the strong demand/short 
supply phase of the last few years. And the 
steel from which the ships are made was 
particularly expensive in U.S. dollar 
terms. 

The next few years will feature a dif- 
ferent pattern, one of weak demand and 
plentiful supply. Although the dollar re- 
mains relatively undervalued in the long- 
term, my research has shown that a weak 
dollar is kinder to world growth than a 
strong dollar. So given all the current trou- 
bles we’ve already piled on to the world 
economy, seeing a continued weak dollar 
may help global growth find an earlier bot- 
tom. The U.S. government at the moment 
appears to be helping in this area. But a 
strong dollar rebound would be bad for 
shipping and global trade if it eo in 
late 2008 or early 2009. a 
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MODERN CHINA: THE FALL AND RISE 
OF A GREAT POWER, 1850-2008 
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Reviewed by PAMELA CROSSLEY 


ONATHAN FENBY WAS an expert 
on a lot of other things (including 
Pink Floyd) before he became an 
expert on China. After decades of editing 
some of the top English-language news- 
papers as well as writing vivid, insightful 
books about Europe, he became editor of 
the South China Morning Post in 1995. A 
short time after his retirement from that 
position in 1999, he began to write vivid, 
insightful books about China—including 
a memoir of his life in Hong Kong and a 
magnificent biography of Chiang Kai-Shek. 
The past two years have seen the publica- 
tion not only of this panoramic narrative of 
China since 1850, but an equally generous 
history of Chinese emperors from Qinshi- 
huang to Puyi. One does not often feel that 
an author has just about got it all covered, 
but Mr. Fenby is approaching the mark. 
There are several ways to index our need 
for a new survey history of modern China. 
The first is that we have to do something 
about the received chronology regarding 
when China began modern life, since what 
modernity is looks different to us every 
quarter-century or so. Mr, Fenby has cho- 
sen 1850, a refreshing date. 
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He suggests in the introduction that the 
goal was just to frame the later 19th cen- 
tury as the transitional era. But rather than 
dwell at any length on contemporary 1850 
subjects, such as the outbreak of the Taiping 
War or the reign of the Xianfeng Emperor, 
Mr. Fenby’s object appears to be to hurry on 
to such subjects as the strong personalities 
leading the government in the post-Taip- 
ing era, the tendency to focus on immedi- 
ate domestic problems while international 
tensions rise to a boil, and the ungovernable 
complexities of China’s vast territories and 
extensions. He finds compromised reforms, 
factional disputes and idiocentric miscalcu- 
lations decisive. They dominate the entire 
narrative, from the grim 19th century to the 
ebullient 17th Party Congress in 2007. 

The author’s chronological choices re- 
flect upon another reason we have been in 
need of anew survey history, and that is plot 
selection. Into the late 20th century, we had 
only a few master plots to choose from for a 
modern China narrative. The older one, but 
still a favorite, was that of imperial China 
developing itself within itself, doing more 
and more farming and star-gazing and 
gunpowder-making until the arrival of the 
commerce-minded and heavily armed pio- 
neers of European expansion; China fails 
to adapt to the great world, the splendor 
is ground to rubble; postimperial Chinese 
struggle to recapture some measure of ma- 
terial well-being and national pride. 

A newer master plot begins sometime in 
the Qing period, when China is chafing un- 
der the reins of a foreign conquest dynas- 
ty. The dynasty collapses, only to leave the 
Chinese pummeled by poverty, ignorance, 
corruption and foreign invasion; but under 
revolutionary leadership, China stands up, 


unifies, industrializes, becomes a giant of 
international manufacturing, finance, mili- 
tary assertion, and the only country able to 
produce pandas with any consistency. 

Mr. Fenby eschews both the “Lost Splen- 
dor of China” plot and the “China Stands 
Up!” plot. His perspective is closer to that 
produced in recent decades by the work of 
Andre Gunder Frank and others who have 
suggested that the normal condition of 
China, from the imperial era to today, is to 
be among the world’s most 
wealthy, populous, innova- 
tive and widely influential 
societies. The century from 
about 1850 to 1950 was, in 
this new plot, a deviation 
from the normal condition, 
caused by contingencies of 
the late 18th and early 19th 
centuries that produced 
several anomalies in glob- 
al experience, among them 
China’s temporary absence 
from the ranks of wealth 
and power. 

Mr. Fenby’s title and his 
narrative tie into this new 
plot. He evinces far less interest in its causes 
than in its effects, and he suggests that the 
greatest effect is a lingering inability of the 
Chinese leadership to synchronize their 
perceptions and their ambitions to the rap- 
idly changing conditions of the past century 
and a half. They acted as if they were strong 
when they were weak, and now they act as 
if they are weak when they are strong. One 
wonders, when the whiplash from the U- 
turns in modern China’s experience wears 
off, might China’s leaders finally be able to 
get aclear view of the underlying constants 
of China’s position in the world and adjust 
their affect accordingly? 

Mr. Fenby is pessimistic that this will 
happen anytime soon. The reason ap- 
pears to be that the current leadership of 
the People’s Republic of China identifies, 





in some conditioned way, with the imperi- 
al governments stretching back two thou- 
sand years before it. This is not a simplistic 
notion that China is still an “empire” or 
that the current leaders are “emperors.” 
It is more a suggestion that the same de- 
mographic, geographic, economic, social 
and technological factors that made China 
barely governable by the emperors of the 
late 19th century (and, by implication, mil- 
lennia before) persist today. 

The P.R.C. organiz- 

es itself like an imperial 
government for the same 
reason that the imperial 
governments organized 
themselves as they did. 
They had to protect them- 
selves from internal fac- 
tionalism, corrupt local 
officials, distrustful and 
uncooperative workers, 
sharply divergent econom- 
ic agendas of merchants 
and officials, traitors will- 
ing to sell out to aspiring 
invaders, capricious natu- 
ral forces likely to create 
insuperable catastrophes, and violent, con- 
tagious outbreaks of public disorder. The 
leaders of the P.R.C. are not merely imitat- 
ing but are literally reliving the paranoia, 
secretiveness, duplicity and authoritarian 
distance from the agricultural majority of 
the population already lived by their impe- 
rial predecessors. 

Why should the situation persist, and 
how long will it go on? Mr. Fenby provides 
no conclusion on this, but he suggests that 
a crisis is coming, and harks back in his 
epilogue to the late 19th century as a fore- 
shadowing of the near future. At that ear- 
lier time, the commingling domestic and 
international crises were met by tactical 
measures that did nothing to address the 
fundamental problems. When the inade- 
quacy of the imperial response led to the 
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first revolution, the governments of Sun 
Yat-sen and Chiang Kai-Shek could hope 
for little more than to restore the patterns 
of rule used by the emperors; when they 
failed, local warlords attempted the same 
approach to governance in their localities. 

The communists promised a fresh strat- 
egy for government. But the challenges of 
ruling all the dimensions of China brought 
calamity upon them in the Great Leap For- 
ward, eventually forcing them into the 
same tactics used by emperors and nation- 
alists before them. Ideologies—whether 
Confucian, nationalist or communist—have 
proven unable to resist the logistical and en- 
vironmental pressures that keep returning 
the state to its historical condition. Fending 
off factional splits or coups d’état by enrich- 
ing the ambitious, quashing disorder with 
force, making a show of punishing the cor- 
rupt in order to cover up the larger pile of 
offenses, lying to foreign governments to 
mask either an inability or an unwilling- 
ness to respond, are now tools as essential 
to the P.R.C. leadership as they ever were to 
the emperors of China. 

It may be that Mr. Fenby has given us a 
clue to his explanation for this in his allu- 
sion to Mark Elvin’s thesis of a “high-level 
equilibrium trap,” which Mr. Fenby tells 
us is called “involution” by other scholars. 
This is a metaphor (I think), so we need not 
quibble over how Philip Huang and others 
would feel about this equation. What Mr. 
Fenby means by it is “growth without de- 
velopment.” While China’s population, eco- 
nomic productivity and military grasp have 
grown, the means by which China is gov- 
erned has not developed. Or, as he puts it in 
his epilogue, “ ... for all the manifestations 
of modernity, China’s history is not anoth- 
er country.” The present Chinese govern- 
ment and its predecessors are still a country 
unto themselves. Mr. Fenby’s final take on 
his own title is ironic: This is not a narra- 
tive of a modern China but a narrative of 
what Chinese governments have been do- 
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ing while caught in their high-level equilib- 
rium trap, involuting themselves, waiting 
for the moment of modernity to arrive. 

One does not have to be convinced by 
Mr. Fenby’s interpretation to enjoy the 
book’s scope, vivacity and delight in charac- 
ter portraits. About one-third of the book is 
about post-Mao China, making it a wonder- 
ful resource for those needing a both coher- 
ent and engaging narrative of the past 30 
years. Most of the images are familiar but 
there are also surprises. I am not sure, for 
instance, that I have previously seen a pho- 
tograph of Ronglu (spelled Jung Lu in the 
book), but a nice one is included. And the 
collection of maps at the front of the book is 
superb. These are very welcome delights in 
a book whose main virtue is that its milling 
of subplots, boisterous details, impatient 
anecdotes, and intrusive but very helpful 
statistics are guided by a tempered, far-see- 
ing, compassionate presence. 


TERMITES IN THE TRADING SYSTEM: 
HOW PREFERENTIAL AGREEMENTS 
UNDERMINE FREE TRADE 
by Jagdish Bhagwati 
Oxford University Press, 125 pages, $24.95 





Reviewed by GREG RUSHFORD 


HERE ARE MORE than 430 free 
trade agreements in the world to- 
day, some 300 of which have been 
struck in the last eight years. Now more 
than half of all world trade runs through 
special trading routes carved out between 
two or more trading partners, and every 
country in Asia save Mongolia participates 
in at least one of these FTAs. 

For two decades, renowned economist 
Jagdish Bhagwati has taken the lead in 
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warning that these deals are dangerous, 
famously likening the proliferating criss- 
crossing strands of bilateral trade routes 
to a messy spaghetti bowl. Now Mr. Bhag- 
wati has a new metaphor. Termites in the 
Trading System likens FTAs to nasty little 
insects that eat at the very foundations of 
world trade. While the politicians who es- 
pouse FTAs may think they have been pro- 
moting free trade, says the professor, they 
have unwittingly been cre- 

ating “systemic havoc in 

the world trading system.” 

Mr. Bhagwati—an eco- 
nomics professor at Colum- 
bia University and a senior 
fellow at the Council of For- 
eign Relations—has written 
his share of weighty aca- 
demic tomes aimed at tech- 
nicians. But in his newest 
book, the professor aims at 
a broader audience. Termites 
is aslim volume, but there is 
a lifetime of economic learn- 
ing in it, expressed in clear, 
often witty, language that is accessible to 
interested lay readers. Termites reminds 
this reviewer of Mr. Bhagwati’s influen- 
tial Protectionism, first published in 1988, 
which thoroughly analyzed the virtues of 
free trade in 147 pages. His newest work is 
also likely to be widely read. 

For openers, the economist says the po- 
litical supporters of FTAs have gotten the 
acronym wrong. Instead of calling them 
FTAS, economists call the bilateral and re- 
gional trade deals prAs—the “p” stands for 
preferential. PTAs give advantages to cer- 
tain trading partners, while withholding 
them from others. PTAs are thus “inher- 
ently discriminatory.” 

Special trade favors exchanged, say, be- 
tween Japan and Singapore, disadvantage 
South Korea. The current proposed Unit- 
ed States-Korea deal cuts out Japan, and on 
and on, as each country jockeys for special 
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privileges in deals that are withheld from 
others. The U.S. and Australia are willing to 
give themselves mutual trade preferences 
in the U.S.-Australia FTA—excuse me, PTA— 
that the Yanks and Aussies withhold from 
their Kiwi cousins in New Zealand. “So 
FTAs are two-faced: they free trade among 
members, but they increase protection 
against nonmembers,” writes Mr. Bhagwa- 
ti. “This means they are fundamentally dif- 
ferent from free trade.” 
Mr. Bhagwati also 
knows a thing or two 
about history. He re- 
calls how free trade was 
“buried under the bilat- 
eral rubble” of compet- 
ing, hostile trading blocs 
during the pre-World 
War II era, with disas- 
trous consequences. “The 
1930s experience, and re- 
flection on the descent of 
the world economy into 
bilateralism under poli- 
cies of competitive tariff 
escalations and currency depreciations, 
provided the backdrop against which the 
architects of the postwar trading system” 
created in 1948 what became the multi- 
lateral General Agreement on Tariffs and 
Trade, he observes. 

Atthe heart of the Gatt—which morphed 
into the World Trade Organization in 
1995—was the core multilateral principle 
that members of the global trading system 
must not favor selected trading partners. 
Instead, all wro members must apply their 
tariffs equally to all other wro members; 
it’s called the MFN treatment, where all 
countries are most-favored-nations. 

But at the same time, the GATT opened 
the door—at first, just a crack—for spe- 
cial preferential bilateral deals, thanks 
to a small loophole called Article 24. “It 
seems from the historical record that few 
thought this exception would be used ex- 
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cept under rare circumstances,” Mr. Bhag- 
wati laments. Fast forward to the present, 
and whatever one says about preferential 
trade deals, they are no longer rare. For 
their political supporters, temptations to 
cut special deals have simply proven too 
great for politicians to resist. The problem 
is not just that the European Union, the 
U.S., and Japan have turned away from the 
wTo’s multilateralism. The loose Article 
24 restraints don’t even apply to “develop- 
ing country” members, 
whose numbers include 
broad spans of Asia, 
Latin America and Af- 
rica. Thus, a “pandem- 
ic” has been spread, as 
Mr. Bhagwati puts it. 

Switching from ter- 
mites back to his met- 
aphorical pasta, Mr. 
Bhagwati explains that the “complexity 
that the spaghetti bowls create for inter- 
national trade causes distortions in trade 
and investment.” He adds: “Much energy 
and many resources must be expended 
to discover the optimal sourcing of large 
numbers of components with a view to 
minimizing the cost of manufacture plus 
transportation and the differential tariffs 
and charges levied by origin.” Singapore’s 
PTA with the U.S. has 284 pages of “prod- 
uct-specific” rules of origin. The costs of 
establishing where component parts came 
from—so that they can qualify for special 
lower duties that ptas allow—can be very 
high. So costly that some manufacturers 
simply opt out of the preferential process 
altogether. Sometimes it is easier just to 
pay the higher tariffs that are applied to 
all wro members, than pay hordes of ac- 
countants, lawyers, and computer geeks to 
try to get around them. 

Mr. Bhagwati also points to how poor 
countries can be pressured to give in to the 
lobbyist-driven demands of larger “hege- 
monic powers.” For instance, the U.S. re- 
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fuses to open up its protected sugar market 
when striking preferential deals with small- 
er economies, who have little choice but to 
give in. Moreover, when opposition to the 
Central America Free Trade Agreement 
turned up in little Costa Rica, Washington 
threatened to withhold other, already exist- 
ing, trade preferences that Costa Rica had 
been enjoying. “So instead of Costa Rica’s 
main motivation for joining CAFTA being 
better market access, losing market access 
to the [U.S.] if it did not 
join became the issue,” 
a still incredulous Mr. 
Bhagwati reports. 

To the professor, 
today’s unequal pref- 
erential trade treaties 
recall the colonial de- 
pendencies once asso- 
ciated with the British 
Empire’s imperial preference schemes that 
bound its overseas subjects to the mother 
country’s economy. 

So what is the answer? Mr. Bhagwati 
believes that “halting the formation of new 
PTAs and eliminating the preferences in 
existing” discriminatory trade deals isn’t 
politically realistic. Likewise, the political 
difficulties associated with trying to har- 
monize all the rules of origins in hundreds 
of complex PTAs are daunting. But happily, 
there is a simpler solution, he concludes. 

“Preferences are relative to the MEN tar- 
iff,” Mr. Bhagwati rightly notes. So while 
the PTAs themselves cannot be removed 
directly, “we can virtually eliminate” them 
by cutting MFN tariffs to zero. If there are 
no tariffs to get around, no discriminatory 
rules of origin and no discriminatory pref- 
erences would be necessary. 

This is why the wro’s current round 
of multilateral tariff cutting in the Doha 
Round is so important. “We cannot afford 
to have the Doha Round fail,” he says, lest 
those termites destroy the foundation of 
the multilateral global trading system. 
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AFTER THE TALIBAN: 
NATION-BUILLDING IN AFGHANISTAN 
by James F. Dobbins 
Potomac Books, 192 pages, $24.95 





Reviewed by IAN CHESLEY 


N HIS PREFACE, Ambassador James 
I Dobbins sets out to tell a story of 

diplomacy parallel to the published 
accounts of the United States’ Central Intel- 
ligence Agency paramilitary squads that en- 
tered Afghanistan soon after 9/11. The fact 
that diplomacy lacks much of the adrena- 
line of a special-forces invasion means that 
After the Taliban makes for a less action- 
packed read than Gary Schroen’s First In 
or Gary Berntsen’s Jawbreaker, and for that 
Mr. Dobbins can be forgiven. Writing more 
than five years after he left his post as Pres- 
ident George W. Bush’s envoy to the pre- 
Taliban Afghan opposition, Mr. Dobbins 
gives a diary-like recounting of the rapid 
lead-up and denouement of the American 
diplomatic efforts to rebuild the Afghan 
government. 

The book is diplomatic to a fault. Imag- 
ine a diarist who is as restrained on the page 
as in real-life encounters across the nego- 
tiating table; who rarely expresses a strong 
opinion about a decision made; who prefers 
to quote the lines of colleagues rather than 
impart whatever wisdom he himself has 
gained. The reader needs to be prepared to 
read into the omissions and hints in order 
to get a sense of the real issues at stake. 

The central knot of the narrative is the 
Bonn Conference, held in late 2001 to as- 
semble an interim government as a re- 
placement for the Taliban. As an aside, Mr. 
Dobbins points out that while most Euro- 
pean diplomacy has been undertaken with 
the aid of liberal amounts of wine and fine 
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dining, many of the participants at Bonn 
were observing Ramadan. Such a sober at- 
mosphere turned out not to be an obstacle, 
though. The world powers in attendance 
and the four Afghan factions (though no 
Taliban) managed to put together a suc- 
cessful agreement that laid the groundwork 
for the Pashtun Hamid Karzai and his cabi- 
net of mostly Tajik Northern Alliance mem- 
bers to reconcile a broken nation. 

Unlike his vague descriptions of the 
Bonn negotiations, Mr. Dobbins’ revela- 
tions about the contacts between the U.S. 
and Iranian delegations at the Bonn Con- 
ference are remarkable. Mr. Dobbins de- 
scribes a casual breakfast with the entire 
Iranian delegation at the hotel restaurant— 
something that is hardly thinkable in 2008. 
In his description of the multilateral nego- 
tiations that led to the conference agree- 
ment, he points out that Iran and the U.S. 
had almost identical goals. Save two, that 
is: the Iranian ambassador politely point- 
ed out the draft agreement hadn’t includ- 
ed language about democracy promotion or 
terrorism prevention. 

The second and last overture came 
weeks later, in January 2002. At a confer- 
ence in Japan to work out donors to a fund 
for Afghanistan’s reconstruction, Iran’s 
delegation proposed directly to Mr. Dob- 
bins that they open negotiations on a lon- 
ger list of issues, not just Afghanistan. A 
week later, President Bush delivered his 
“Axis of Evil” speech. While Iran’s diplo- 
macy is notoriously slippery, we have had 
a glimpse at what could have been had 
the U.S. not slammed the door on Iran so 
abruptly. Tehran, and its hard-line conser- 
vatives in particular, has shown how help- 
ful and unhelpful it can be in Iraq. There 
are indications that Iran is now working ac- 
tively against U.S. goals in Afghanistan. Mr. 
Dobbins says little about U.S.-Iran policy, 
though, leaving the reader to assume that 
he thinks it needs a new approach and to 
wonder what that approach might be. 
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Truly shocking was the absence of any 
reference at all to the cultivation of poppies. 
It should have been no secret to anyone in 
2001 that illicit opiates were a staple of the 
Afghan economy, and any real solution to 
political problems had to take that fact into 
consideration. If Mr. Dobbins’ account is an 
accurate reflection of the negotiations, little 
serious thought at all was paid to the crush- 
ing economic problems Afghanistan had 
suffered as a result of 25 years of strife. De- 
velopment work was lost in an interagency 
shuffle, and there was little bureaucratic 
will to solve real problems. 

After the Taliban says very little about 
the way forward in Afghanistan today. Its 
very title now seems premature, consider- 
ing the reconstitution of the Taliban move- 
ment in the Pashtun areas of Afghanistan 
and Pakistan. There are influential voices 
today calling for diplomacy with the “mod- 
erate Taliban,” a tantalizing demographic 
that has so far failed to materialize. Mili- 
tary experts are looking for ways to achieve 
a “strategy reset,” which the Iraq surge was 
supposed to have provided, possibly by co- 
opting Pashtun tribes on the Anbar model. 
In reality, this has equated to a promise of 
more troops, but little else in the way of new 
thinking or organizational restructuring of 
NATO’s International Security Assistance 
Force. Mr. Dobbins’ concluding chapter is 
light on suggestions for the future. 

Francesc Vendrell, the outgoing Europe- 
an Union envoy to Afghanistan, appeared 
last month on BBC’s HARDtalk, and he did 
not pull any punches. He said that among 
the mistakes made by the West since 2002 
were: the U.S. Department of Defense’s 
decision to pursue a “light footprint” strat- 
egy, leaving the country vulnerable to in- 
surgency; treating President Karzai as the 
“miracle man” who would effortlessly unite 
all Afghan factions; and most importantly, 
the choice to empower warlords before and 
after Bonn. This last item turned the Bonn 
Conference into something of an empty ex- 
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ercise, and the U.S. has never backed away 
from supporting regional strongmen even 
as that approach undermines Mr. Karzai’s 
federal government. 

Strong hinting may be an effective dip- 
lomatic tool, but not in the push-and-shove 
world that Donald Rumsfeld and the war- 
lords came to dominate. More straight talk— 
similar to Mr. Vendrell’s—would have been 
useful three or four years ago, when even 
the cr officers involved in empowering the 
warlords and overturning the Taliban gov- 
ernment were cleared to publish, and when 
Afghanistan was just beginning to descend 
back into violence. Unfortunately, Mr. Dob- 
bins has come along too late—and with ma- 
terial lacking rhetorical heft—to have much 
of an effect. 


FALUN GONG AND THE FUTURE OF CHINA 
by David Ownby 
Oxford University Press, 291 pages, $29.95 


Reviewed by JONATHAN MIRSKY 


INCE JUNE, 2007, more than 
3,000 believers in Falun Gong—a 
traditional type of Chinese pop- 
ular religion—are reported to have died 
in police custody, another one hundred 
thousand or more have been sent to labor 
camps, around six thousand are behind 
bars, and hundreds of thousands have been 
detained. The Communist Party does not 
mince words: “Facts have proved that only 
Marxism, Mao Zedong thought and Deng 
Xiaoping theory can help people clearly see 
the importance of the fight against Falun 
Gong and see the true nature of its mali- 
cious fallacies.” 
Since April 25, 1999—when 10,000 mur- 
muring Falun Gong members appeared 
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outside the Forbidden City in Beijing—the 
“cult,” as the Communist Party has brand- 
ed Falun Gong, became public enemy No. 1, 
rivaling Tibetan Buddhism in terms of the 
persistent persecution, torture and murder 
suffered by its followers at the hands of the 
Chinese government. Its founder, Li Hon- 
gzhi, who is wholly unlike the Nobel-Prize 
winning Dalai Lama, lives quietly in the 
United States and instructs his millions 
of adherents to read his pronouncements. 
Beijing has succeeded in persuading many 
inside and outside China that Falun Gong 
is a crazy cult, whose 
members are insane 
and whose leader has 
devised a scam for en- 
riching himself. 

David Ownby, a his- 
torian at the University 
of Montreal, has writ- 
ten a comprehensive 
study of this fascinat- 
ing and troubling subject, which has so 
many implications for China that his oc- 
casionally irritating, even tasteless, style 
doesn’t blunt its importance. Mr. Ownby 
peppers his text with wisecracks, which 
belittle the problem. He suggests that his 
academic colleagues avoid paying atten- 
tion to Falun Gong “for the same reason 
my teenagers don’t eat their vegetables—it 
just doesn’t look like something they want 
to get close to.” 

But Mr. Ownby ably sums up the appeal 
of Falun Gong. He writes that Mr. Li had a 
vision of “a lost, or neglected, spiritual tra- 
dition” which promises “personal harmony 
with the very substance of the universe.” He 
notes, too, Falun Gong’s “Chineseness”—its 
origin in China and its use of the Chinese 
language to express its teachings. 

Mr. Ownby’s “fieldwork” for the book 
was done in the U.S. and in Canada. Doing it 
in China, though preferable, “was not pos- 
sible.” He confesses that he was afraid to 
pursue research that might get him barred 


[ mm 1999, when Falun Gong 
was suddenly proscribed, 
three hundred thousand 
devotees had to quit the 

Communist Party. | 


from China. (Many of his colleagues don’t 
admit this.) 

He found that the Falun Gong’s hundreds 
of thousands of followers in North Ameri- 
ca, most of whom left China years before 
the group was founded in 1992, are better 
educated and richer than their co-members 
in China. The overseas Falun Gong mem- 
bers are also far more political; they publish 
a newspaper and run a television station, 
both of which have interviewed me as pro- 
fessionally as the mainstream media. 

He emphasizes that religious groups 
in China such as Falun 
Gong must be consid- 
ered in a different way 
than Buddhists, Dao- 
ists and Christians—the 
faiths which Chinese 
governments have long 
deemed to be “real” re- 
ligions. Unofficial re- 
ligions have always 
attracted millions of adherents. While Mr. 
Ownby insists that he is not describing an 
unchanging tradition, he shows that the 
roots of Falun Gong and its many prede- 
cessors are ancient, and that neither the 
Republican nor the Communist revolu- 
tions could suppress them. Indeed, al- 
though the word gigong is barely 50 years 
old, the tradition—of which Falun Gong 
is a variant~—encompasses the conviction 
that everyone possesses an inner force, 
gi, which can be concentrated to improve 
one’s health, general well-being, moral- 
ity, and wisdom, and can even be used to 
achieve supernatural powers. 

Well into the 1990s, when Falun Gong 
first appeared, gigong had been practiced 
through meditation and other exercises by 
tens of millions. Senior scientists praised 
it, huge audiences received instruction 
in it at the most prestigious universities, 
top leaders were at least sympathetic to 
it, and—this is essential—the official press 
praised it. Indeed, Mr. Ownby describes 
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how easily Chinese at all levels become 
mad-keen on something once there is an 
official go-ahead. He doesn’t explain why 
qigong suddenly fell from official favor. It is 
an anomaly that Falun Gong came on the 
scene at just that time of disfavor. When 
the group was suddenly proscribed in 1999, 
no less than 300,000 devotees had to resign 
from the Communist Party. 

The author discerns Falun Gong’s two 
main threats to the Party, apart from the 
vast numbers of Falun Gong members in 
China and beyond. In a socialist society, a 
belief in individual cultivation and success 
is intolerable. More intolerable still is this: 
“Insecure authorities can deal with dissent 
and fear on the part of the population, but 
being collectively ignored by the people 
poses a more difficult problem,” he writes. 
He quotes from the testimonies of elderly 
women, sometimes Party members of many 
years, who had been harassed and tortured 
by the police but observed how much worse 
it is to be such a torturer than a moral Falun 
Gong member. 

Mr. Ownby says something so vainglori- 
ous that I can only surmise he is joking. “I 
wish Falun Gong practitioners and Chinese 
authorities had been able to read this vol- 
ume prior to April, 1999, Li Hongzhi might 
have known better than to take on Goliath, 
and Chinese authorities might have real- 
ized that their campaign against David was 
not worth the effort in terms of time, mon- 
ey, and above all lives.” 

There is a better book on Falun Gong 
inside China: Ian Johnson’s Wild Grass: 
Three Stories of Change in Modern China. 
This book is based on Mr. Johnson’s coura- 
geous tracking of Falun Gong for which he 
received a Pulitzer Prize in 2001. Often far 
from Beijing, where other reporters rarely 
venture, Mr. Johnson uncovered the lives 
and fates of a handful of ordinary Falun 
Gong members. Not only do they come alive 
on the page, but Mr. Johnson makes most 
of Mr. Ownby’s main points. Many Chi- 
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nese wonder, Mr. Johnson observes, “why 
people bothered to stand up for something 
they believed in.” But as an ordinary work- 
ing man confided, “No one can talk about 
these things. But a lot of people know.” 
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Reviewed by JEREMY GOLDKORN 


N OCTOBER 2007, China made its 
largest foreign investment ever: 
Industrial and Commercial Bank 
of China, one of the “Big Four” state-owned 
banks, committed $5.46 billion to purchase 
a 20% stake in South Africa’s Standard 


Bank, the largest commercial bank on the 
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continent. This is just one of many stories 
about China’s increasingly complex rela- 
tionship with Africa that has made head- 
lines in the last two years. 

In January 2006, state-controlled oil 
company China National Offshore Oil 
Corporation paid $2.3 billion for a 45% 
stake in a Nigerian oil field. A few months 
later, it emerged that China owned a 40% 
stake in Sudan’s oil industry. In May that 
year, Chinese oil giant Sinopec paid $2.2 
billion to Sonangol, Angola’s state-owned 
oil company, to develop oil blocks with 
estimated reserves of 4.5 
billion barrels. Angola is 
now China’s No. 1 suppli- 
er of crude oil. 

China announced the 
scope of its Africa project 
to the world by convening 
the Forum on China-Af- 
rica Co-operation (FOCAC) 
in Beijing in November 
2006. The event was also 
seen as a trial run for 
the Olympics, with roads 
closed and heightened se- 
curity to protect the heads 
of state and high-ranking 
officials from 48 African nations who at- 
tended the summit. Hundreds of deals, 
large and small, were signed during the 
forum, with China also promising debt re- 
lief and aid packages. 

In February 2007, President Hu Jintao 
visited Africa, inking deals in Liberia, Zam- 
bia, Sudan and Namibia. A few months lat- 
er, in May, the African Development Bank 
held its annual summit in Shanghai. In the 
same month, the government of the Demo- 
cratic Republic of Congo unveiled a $9.25 
billion agreement that gives China copper 
and cobalt in exchange for roads, railways 
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and other infrastructure. In September 
2008, China’s customs authorities released 
an estimate of the value of bilateral trade 
between China and Africa, pegging the 
amount at more than $100 billion. 

With numbers like the above reported 
in the press, it’s no surprise that China’s 
African adventures are causing concern 
amongst Western policy makers. The sub- 
ject has also caused a small flood of books, 
mostly academic. 

The best all-round introduction to the 
subject is Chris Alden’s slim, readable vol- 
ume called China in Africa, 
which looks at China’s for- 
eign policies, Sino-African 
business by state-owned 
and private players, and 
Western reactions to the 
rise of China as a trading 
and political power in Af- 
rica. 

China’s New Role in Af- 
rica and the South, edited 
by Dorothy-Grace Geurre- 
ro and Firoze Manji, Africa 
in China’s Global Strategy, 
edited by Marcel Kittissou, 
and African Perspectives on 
China in Africa, edited by Firoze Manji and 
Stephen Marks, are all compilations of aca- 
demic articles and papers. While of interest 
to the specialist, they feel a little hastily put 
together, and lack the thematic coherence 
suggested by their titles. 

China, Africa and South Africa by Garth 
le Pere and Garth Shelton focuses on South 
Africa and China, and takes a mostly be- 
nign view of the relationship. 

Published by the World Bank, Africa’s 
Silk Road: China and India’s New Econom- 
ic Frontier uses the faddish “Chindia” ap- 
proach, but is worth the read and adds value 
with its many statistics and charts detail- 
ing what exactly Africa is importing from 
China and other numbers that explain the 
practical realities of the relationship. It’s 
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worth noting that China’s top import from 
Africa is oil, while India’s is gold. 

All of these books cover a few different 
areas, including trade and its relationship to 
Chinese foreign policy, African and West- 
ern reactions to China’s growing presence 
on the continent, and the moral questions 
brought up by China’s approach of “non- 
interference.” Critics of China’s activities 
in Africa see three major problems. First, 
China is willing to form close partnerships 
with governments considered unsavory in 
the West, such as those of Sudan and Zim- 
babwe. Additionally, China’s aid and trade 
packages are not tied to 
any requirements for 
reform or government 
transparency and there- 
fore undermine (mostly 
Western) efforts to en- 
courage good gover- 
nance. 

The second com- 
plaint is based on a fear 
that China will be a neocolonialist, and sim- 
ply use Africa as a resource market, taking 
away raw materials and selling finished 
goods back to Africa, leaving Africans with 
depleted resources and no industry. Finally, 
there is concern that Chinese factories and 
mines in Africa will either use large num- 
bers of Chinese workers instead of locals, or 
underpay and exploit local workers. 

Zambia was the first flash-point for con- 
flict between local workers and a Chinese 
enterprise. In March this year, the BBC re- 
ported that 500 workers began throwing 
stones at Chinese managers of the Cham- 
bishi copper-mine site, the latest incident in 
along line of disturbances that started after 
a blast in the mine killed 50 people in 2005. 
Last year, President Hu Jintao was forced 
to cancel a scheduled visit to the mine out of 
fear of protests, while in 2006, the Zambian 
opposition leader ran an election campaign 
based on anti-Chinese sentiment among 
workers and small traders who have seen 
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their customers go over to Chinese-owned 
stores that can offer cheap Chinese imports 
of clothing and other products. 

In some ways, labor disputes may be the 
easiest of China’s problems in Africa. Chi- 
nese investment in African countries will 
not bring returns without solving labor is- 
sues, so Chinese government organizations 
and companies have a strong incentive to 
adapt and find a suitable model for local 
employment. 

But the larger question of whether Chi- 
na’s involvement in Africa will do good or 
harm to the continent in the long term is 
much more difficult to 
answer. In the books 
mentioned above, the 
writers’ answers tend 
to be based on their 
own ideologies or feel- 
ings about China rather 
than a hard analysis of 
the facts. It is perhaps 
still too early to see the 
results of China’s “no political strings at- 
tached” investment policy. 

But Western commentators and critics 
of China’s African activities would do well 
to remember that Europe and America do 
not have much credibility in Africa’s cap- 
itals: lectures on human rights from for- 
mer colonial powers and their First World 
brethren have never gone down well with 
African elites. African businesspeople and 
politicians find China’s nonjudgmental at- 
titude and focus on practical results re- 
freshing after decades of lectures from the 
World Bank, International Monetary Fund 
and the so-called Washington consensus. 

African Perspectives on China in Africa 
contains two revealing quotes from Afri- 
can leaders. Sahr Johnny, Sierra Leone’s 
ambassador to Beijing, notes: “We like 
Chinese investment because we have one 
meeting, we discuss what they want to 
do, and then they just do it. There are no 
benchmarks and preconditions, no envi- 
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ronmental impact assessment.” 

Kenyan government spokesman Alfred 
Mutua said: “[Y]ou never hear the Chinese 
saying that they will not finish a project be- 
cause the government has not done enough 
to tackle corruption. If they are going to 
build a road, then it will be built.” 

Perhaps the strongest argument that Af- 
rican leaders have for working with China 
is that following Western models and West- 
ern advice has had such disastrous results 
in the last half century. Hafsat Abiola is a 
Nigerian resident of Beijing, and the found- 
er of China Africa Bridge, an organization 
that seeks to make sure that growing Sino- 
African ties benefit both sides. She says the 
best case for African countries learning 
from and trading with China is what Nige- 
rian leaders who visited for the Olympics 
saw in Beijing—a developing country that 
has pulled itself up by its own bootstraps: “ 
We have been following the Western mod- 
el and it has not yielded much fruit, so it’s 
natural to try something different.” 

These words are especially telling be- 
cause Ms. Abiola is no knee-jerk anti-im- 
perialist or leftist anti-Westerner, but a 
Harvard-educated democracy activist. She 
became politically active after her father, 
Chief Moshood Abiola, won what some say 
was Nigeria’s most democratic election; 
shortly afterwards he was put in prison, 
where he died, while his wife, Ms. Abiola’s 
mother, was gunned down in the street. 
Ms. Abiola is not a fan of dictators, yet she 
sees the method in the Chinese way. 

African leaders who visit Beijing and 
see the future (and how it works) will 
be the people who decide the future of 
the Sino-African experiment. They are 
the ones who will manage the relation- 
ship with China, and adapt what they can 
from China’s successes. If they give away 
the mine, the jungle and the farm to China 
without ensuring their own countries’ de- 
velopment, future Africans will hold this 
generation of elites responsible. 


ECONOMISTS WITH GUNS: 
AUTHORITARIAN DEVELOPMENT AND 
U.S.-INDONESIAN RELATIONS, 1960-1968 
by Bradley R. Simpson, 

Stanford University Press, 376 pages, $60 





Reviewed by MARY KISSEL 


F THERE’S ONE country in Asia that 
deserves to be better understood 

by foreigners, it is Indonesia. The 
world’s most populous Muslim-majority 
democracy is run by moderates, but threat- 
ened by religious extremists. It is a strate- 
gically important nation, straddling the 
key trading artery of the Strait of Malacca. 
It is also a nation that has close ties to the 
West, but courts authoritarian nations of 
the Middle East and the East, such as Iran 
and China. 

So the publication of Economists with 
Guns, by Bradley R. Simpson, is a welcome 
addition to the genre of books that tries to 
unpack how Indonesia became the nation 
it is today, and, implicitly, where it might 
go in the future. Mr. Simpson is a research 
fellow at the United States National Secu- 
rity Archive—where he works on Suharto- 
era documents—and an assistant professor 
of U.S. history and foreign relations at the 
University of Maryland. He is clearly well 
versed in his topic, the history of U.S.-In- 
donesian relations in the crucial decades of 
the 1950s and 1960s, even if his conclusions 
are errant. 

Mr. Simpson paints a hopeful picture of 
U.S. relations with the Asian nation that 
won its independence from the Nether- 
lands in 1949. Early on, U.S. policy mak- 
ers identified the country as a “linchpin in 
Washington’s strategy of regional econom- 
ic integration and as a line of containment 
against the expansion of Soviet and later 
Chinese power.” The hope, as elsewhere 


œo Ms. Kissel is editorial page editor of The Wall 
Street Journal Asia. 


Reviews 








www feer.com 


in Asia, was that by encouraging economic 
development, Washington could plant the 
seeds of capitalism and democracy. This 
was a rational strategy at a time when the 
Soviets were consolidating power over 
Eastern Europe and ramping up funding 
to insurgencies in South Asia. 

Between 1949 and 1960, the U.S. poured 
more than $470 million in aid into Indo- 
nesia—a huge sum. The Ford and Rocke- 
feller foundations, among others, invested 
in “education, agriculture, medical and 
technical assistance.” The country’s “tech- 
nicians, economists, agrar- 
ian specialists, military 
personnel and engineers” 
were trained in the U.S., 
then shipped home to put 
their newfound know-how 
to work. Military aid was 
ramped up, too—especially 
to training and equipping 
Indonesia’s police force. 
Mr. Simpson quotes his- 
torian Henry Benda’s quip 
that “no country in South- 
east Asia has in postwar 
years received greater 
attention, institutional 
support, and dedicated in- 
dividual scholarship than Indonesia.” 

Yet all that effort did little to sway the 
affections of the man in charge, President 
Sukarno, “a self-proclaimed socialist and 
nationalist who thumbed his nose at the 
West, disparaged private property and at- 
tacked foreign capital, favored state-led de- 
velopment, accepted aid from the U.S.S.R. 
and China, and sought to dominate the 
region, colonize his neighbors, and drive 
out Western influence.” By 1962, Indone- 
sia “was the largest non-Communist bloc 
recipient of Soviet military and economic 
aid—directed primarily at the navy and air 
force—and was home to the world’s larg- 
est nonbloc Communist party,” the PKI. 
Apparently, Washington’s concerns about 
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Sukarno’s loyalties and Soviet influence 
were justified. 

The situation deteriorated quickly. Su- 
karno brought the country to the brink 
of war with the Netherlands over West 
Irian in 1961; the Kennedy administra- 
tion brokered the peace. In 1963, Sukar- 
no announced a policy of konfrontasi with 
Malaysia and attacked his neighbor. He 
recognized the North Vietnamese commu- 
nist government and pulled Indonesia out 
of the United Nations. When Washington 
finally cut off aid in 1964, the Indonesian 
leader told the U.S. am- 
bassador at a public gath- 
ering “to hell with your 
aid! .. We’ll never col- 
lapse!” Yet the very next 
year, “the black market 
exchange rate stood at 
9,000 rupiah to the dol- 
lar, against a formal ex- 
change rate of 45 rupiah 
to the dollar, creating 
enormous incentives for 
corruption,” writes Mr. 
Simpson. “Industrial 
production neared col- 
lapse,” he explains, and 
capital fled to foreign 
shores and citizens took second and third 
jobs just to make ends meet. 

So the Sept. 30, 1965 army-led coup 
against Sukarno was embraced by the 
Lyndon B. Johnson administration, which 
provided covert aid to the new, anticom- 
munist regime that emerged under Gen- 
eral Suharto. Estimates of the bloodshed 
that followed vary widely, from 78,000 
to one million. It was undoubtedly one of 
Asia’s greatest mass slaughters, and one of 
its most poorly documented. Mr. Simpson 
labels this “disgraceful period” an “effica- 
cious terror, an essential building block of 
the neoliberal policies that the West would 
attempt to impose on Indonesia after Su- 
karno’s ouster.” 
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But what would’ve been better, a com- 
munist-led government that suppressed 
basic freedoms and ran the economy into 
the ground with a command-and-control 
model? Mr. Simpson acknowledges that the 
U.S. refrained from aiding Indonesia until 
the military’s aims were clear. And Wash- 
ington’s intentions were fundamentally 
good: the Johnson administration wanted 
the PKI to be crushed, a cessation to the war 
with Malaysia and an end to anti-American 
rhetoric and regressive trade policies. 

America’s bet paid off in spades. Suhar- 
to crushed communism and allied with 
Western democracies. His “Berkeley” ma- 
fia group of civilian economists restored 
economic stability, rescheduled the coun- 
try’s debt and welcomed back foreign in- 
vestment. Indonesia took a leading role in 
regional affairs, becoming a founding mem- 
ber of the Association of Southeast Asian 
Nations. Of course it wasn’t a perfect out- 
come—Suharto’s army eventually reached 
its tentacles into every corner of the econ- 
omy, and corruption flourished. But the 
country was largely peaceful and on the 
right side of the anticommunist struggle. 

Economists with Guns downplays the im- 
portance of this outcome, at a time when 
the Cold War was in its fullest throes, and 
the struggle for Asia, paramount. “As else- 
where,” Mr. Simpson writes, “Washington’s 
economic and strategic interests trumped 
any rhetorical concern with democratic 
practice”—a nod to Suharto’s one-party 
state. When Suharto was forced from pow- 
er in 1998, Mr. Simpson argues “among the 
chief casualties ... was the myth ofits devel- 
opmental success and alleged record of pov- 
erty reduction, which ... masked growing 
inequality, the squandering or misalloca- 
tion of tens of billions of dollars in devel- 
opment loans, and spectacular corruption, 
cronyism, and nepotism on a scale nearly 
unmatched in the postwar era.” 

This seems a churlish conclusion, giv- 
en what Indonesia could’ve become under 


Soviet rule—a modern-day Kazakhstan, or 
perhaps a Belarus. Yet Indonesia today is 
now one of Asia’s liveliest democracies, re- 
plete with all the freedoms that Western 
societies enjoy. It does have deep-seated 
problems to overcome and a violent histo- 
ry to confront, and throwing off Suharto- 
era corruption will be a tough task, indeed. 
Perhaps all that American liberal economic 
and democratic training wasn’t for naught, 
after all. 


WHEN ASIA WAS THE WORLD 
by Stewart Gordon 





Reviewed by PAUL MozuR 


Da Capo Press, 240 pages, $26.00 

N JUNE OF 1325, a wide-eyed boy 
set out on the hajj from his home 

in Tangier, Morocco. Although it 
would only take him 16 months to reach 
Mecca, it would be another 24 years be- 
fore Ibn Battuta would return to his home 
in North Africa. In that time he voyaged 
across the Islamic world, frequenting the 
courts of sultans from Cairo to Delhi and 
sharing with his hosts his ever-growing 
knowledge of customs, politics and mili- 
tary strategies across the region. In ex- 
change for his services, Battuta received 
gifts from the royalty he advised. He grew 
wealthy, gradually accumulating a caravan 
of pack animals, the finest clothes of the 
day, and an entourage of slaves, servants, 
and friends. 

In the West, Battuta is often touted as 
the Marco Polo of North Africa. However, 
author Stewart Gordon, senior research 
scholar at the University of Michigan’s Cen- 


ter for South Asian Studies, would be quick 
to disagree. As he explains, Battuta is bet- 
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ter viewed as an individual who best exem- 
plifies a class of educated elites that found 
employment as Islamic judges, scholars or 
royal advisors across the Islamic world dur- 
ing the 14th century. 

The story of Battuta is one of nine travel 
narratives that comprise When Asia Was 
the World, Mr. Gordon’s anecdotal history 
of the remarkably diverse and intercon- 
nected Asia that thrived during the period 
A.D. 500 to 1500. The bulk of the narratives 
tell of widely known figures in Asian his- 
tory, such as Xuanzang, the Chinese monk 
who brought many Buddhist sutras back 
from India, and Babur, who founded the 
Mughal empire. But Mr. 
Gordon is at his best 
when he ventures off 
the well-beaten path to 
tell the stories of lesser- 
known Asian travelers. 

One such highlight 
is the chapter he dedi- 
cates to Abraham bin 
Yiju, a Jewish spice 
trader who lived in the first half of the 12th 
century. Records of bin Yiju’s life were pre- 
served in a Cairo geniza, a building with a 
single slot that Jewish communities used 
to dispose of (without destroying) papers 
with the word “God” on them. As a young 
man, bin Yiju moved from Tunisia to Cai- 
ro—as many Jews did at the time—to avoid 
the crusades and growing religious intol- 
erance around the Mediterranean. With 
letters of introduction to Jewish families 
in Cairo, he successfully entered the spice 
trade. He then followed the pepper to its 
source, moving to Mangalore on the south- 
west coast of India—one of many ports in 
the area that reaped the wealth of the spice 
trade that flourished between India and 
the Middle East. 

The trade relied on trustworthy and of- 
ten times extraordinary partnerships. Usu- 
ally one partner would receive goods in his 
port, sell them, and ensure the revenue gen- 
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erated would be safely transferred back to 
the other partner who had sent the goods 
along. Many of these trade relationships 
spanned race and religion. Bin Yiju had 
Jewish, Muslim and Hindu partners. 

Mr. Gordon’s well crafted account of 
bin Yiju hints at the larger leitmotif of his 
book that Asia, although a vast and varied 
continent, was fused by trade links that 
spanned cultural and geographic gulfs 
alike. Although wars broke out and em- 
pires rose and fell, Mr. Gordon contends, 
Asian affairs were dominated by a marked 
cultural, religious and linguistic tolerance. 
But while many of Mr. Gordon’s assertions 
about Asia are well sup- 
ported, if a bit rosy, his 
approach to the Euro- 
pean arrival in Asia is 
marked by careless- 
ness. He writes: “many 
within the Asian world 
recognized that the Eu- 
ropeans... were a differ- 
ent breed and brought 
different assumptions with them,” and 
then instead of tempering the statement, 
contents himself to bolster it. 

Opting to represent the European arrival 
in Asia with the story of Tomé Pires’ disas- 
trous official embassy to China, Mr. Gor- 
don fails to mention the later arrival of the 
Dutch, who took a more conciliatory policy 
toward Asian trade. He then rails: “the Por- 
tuguese observed none of the local customs 
of diplomacy or honor. They presented no 
robes, gave no suitable presents, hosted no 
banquets and perceived themselves supe- 
rior to such practices.” 

His portrait of these intolerant, insensi- 
tive Europeans becomes the straw man for 
the more tolerant Asians Mr. Gordon in- 
troduces throughout his book. He fails to 
mention that confusions between cultures 
in court decorum and diplomacy were by 
no means abnormal within Asia. In the 
early 1400s, Tamerlane, founder of the 
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Timurid dynasty, sought to invade Ming 
China after a Chinese embassy arrived to 
collect tribute from the Timurids. Tamer- 
lane bristled at the assumed Chinese su- 
zerainty and only his death kept him from 
sending his armies into western China. 

Mr. Gordon’s overambitious goal of 
representing one thousand years of Asian 
and then European history through nine 
stories is undoubtedly to blame for the 
book’s generalizations. Nonetheless, his 
eagerness to demonize the West and exalt 
the East is difficult to forgive. In the final 
chapter, Mr. Gordon’s conclusions are in- 
sufficiently nuanced and supported. Mak- 
ing statements such as “the Europeans 
brought the notion of intertwining trade 
and warfare to Asia” without any mention 
of Zheng He’s expeditions or China’s mili- 
tary efforts to control the Silk Road leaves 
one scratching one’s head. 

Although Mr. Gordon occasionally hy- 
perbolizes the positive aspects of Asian 
history—the book’s title being an obvious 
example—the fact remains: Asia was for a 
long time the center of the world culturally, 
economically and militarily. And the organ- 
ic ways its denizens learned to cooperate 
down through the centuries offers hope to- 
day when the continent, as diverse as it is 
divided, is slowly reclaiming its position as 
the center of the world. 


FACTORY GIRLS: FROM VILLAGE 
TO CITY IN A CHANGING CHINA 
by Leslie T. Chang 
Spiegel & Grau, 432 pages, $26 





Reviewed by JANIS Foo 


HINA’S 130 MILLION migrant 
( workers—known as the “floating 
population” or liudong renkou— 


represent the largest mass migration in 
human history. With numbers like these, 
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it’s no surprise that China’s colossal in- 
ternal migration has been the subject of a 
small flood of articles, books and blogs in 
recent years. In particular, the push for 
migrant rights has become a cause célébre 
among both activists and writers who have 
expressed their outrage at migrant living 
conditions. 

Leslie T. Chang’s Factory Girls cleverly 
avoids the well-trodden social justice route 
to provide a fresh perspective on migrant 
life. While Ms. Chang concedes that there 
is a lot to dislike about the migrant world— 
“the materialism, the corruption, the 
coarseness of daily existence”—she reiter- 
ates throughout the book that migration is, 
and has historically been, a fundamentally 
hopeful and positive process. “The history 
of a family,” she writes, “begins when a per- 
son leaves home.” 

When Chunming first left her home vil- 
lage in Hunan province for Dongguan in 
1992 at the age of 17, she did not tell her par- 
ents. In the city, she found work in a toy fac- 
tory, but the chemicals made her sick and 
she returned home after only two months. 
Undeterred, Chunming went out again the 
following spring; this time she stayed. 

More than a decade later, with only a se- 
mester of vocational high school remaining, 
Min also left her village in Hubei province 
for Dongguan. Like Chunming, she was 
itching to see the world. At 16, Min was one 
of the most educated in her 90-family vil- 
lage, yet she had never been on a train or 
seen a factory. 

Over the course of three years, Ms. 
Chang—a former correspondent with The 
Wall Street Journal in Beijing—follows the 
lives of Chunming and Min as they navigate 
their way to success in the migrant city of 
Dongguan. In the factories, no one blinks 
when a bunkmate disappears, a meager 
command of English can catapult you to a 
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higher social class, and friends are perma- 
nently lost with the theft of a mobile phone. 
Already home to an estimated 7 million to 
10 million migrants, each year even more 
arrive to power the factories, serve the res- 
taurants, and guard the buildings of this 
sweltering, southern boomtown. 

In her fieldwork, Ms. Chang, a first- 
generation Taiwanese-American, had an 
obvious advantage over other journalists. 
Dressed in simple jeans and sandals, she 
was—for the most part—able to blend in. She 
put this advantage to 
good use, gaining insid- 
er status within migrant 
networks. Through in- 
terviews and intimate 
friendships with Chun- 
ming and Min—not 
to mention access to 
their personal diaries 
and text messages—she 
successfully produces an in-depth and nu- 
anced account of this community. 

Few journalists are able to depict the 
migrant world as vividly as Ms. Chang 
does in this book. Her detailed descrip- 
tions of the mammoth Yue Yuen shoe 
factory—which employs 70,000 people 
and houses its own kindergarten, hospi- 
tal and movie theater—provide a rare and 
fascinating glimpse into the underbelly 
of the manufacturing world. Ms. Chang 
also adds color and an ironic humor to the 
larger narrative through portraits of oth- 
ers she meets, including English fanat- 
ic Liu Yixia, self-help guru Din Yuanzhi, 
teachers of the White-Collar Secretarial 
Skills Special Training Class, and Mr. Wu, 
founder of Assembly-Line English. 

Overall, the author’s attempt at even- 
handedness is commendable. There is no 
doubt that migrant women “eat bitter- 
ness” in Dongguan, where discrimination 
is “the operative rule” and both assembly- 
line workers and factory bosses openly ex- 
ploit and deceive each other to get ahead. 
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But unlike many of her contemporaries, 
Ms. Chang does not view migrants as des- 
titute and exploited, and her stories con- 
tradict the assumptions commonly made 
about this group. 

For instance, although prostitutes are 
often portrayed as the most desperate 
and abused in the migrant community, 
the xidojies that Ms. Chang encounters 
were not forced into prostitution and, in 
fact, come from better circumstances than 
many of the factory girls. “It would cer- 
tainly be awful to have 
sex with the type of 
Chinese man who fre- 
quented karaoke loung- 
es,” she writes, “yet 
much of their workday 
was spent in leisurely 
fashion ... and for that, 
they made more money 
in a month than some- 
one like Min earned in a whole year.” 

Ms. Chang also debunks the myth that 
all migrants live in abject poverty. “In the 
city, a migrant may look desperate,” she as- 
serts, “but almost every migrant has a farm 
to fall back on.” Better educated than their 
predecessors who went out in the 1980s and 
early 1990s, migrants today are the “rural 
elite.” Itis no longer “crippling poverty that 
drives migrants out from home, but idle- 
ness” and “the opportunity of the city.” 

She contends that the struggles mir- 
gants face only make them stronger. “They 
found jobs; they confronted bosses; they 
tried to learn new skills. Mostly they came 
to believe that they mattered, despite their 
humble origins.” Migration, she concludes, 
brings opportunity and success. 

Throughout the book, Ms. Chang inter- 
weaves Chunming and Min’s journey of mi- 
gration, reinvention, and new beginnings 
with the story of her own family’s migra- 
tion from inner China to Manchuria, Amer- 
ica, Beijing, and Taiwan between 1700 and 
1948. In doing so, she provides a historical 
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context for China’s current great migra- 
tion. Ms. Chang’s investigations into her 
own family history—although occasionally 
bogged down in confusing detail—make up 
some of the most poignant and compelling 
passages of the book. 

At times, Ms. Chang extrapolates too 
much from her experiences with only a 
handful of migrant women. Chunming 
and Min find success in Dongguan, but they 
are most likely the exceptions. Many find 
themselves stuck in assembly-line jobs for 
years, or return to the village with even less 
money than they started with. Ms. Chang’s 
attempt at even-handedness ultimately pro- 
duces a skewed version of migrant life. 

It also wouldn’t have hurt to give at least 
a cursory nod to the political and econom- 
ic systems that perpetuate the exploitation 
and marginalization of migrants. Without a 
residency permit or hukou, for instance, mi- 
grants are technically illegal residents not 
eligible for public health-care or education. 
Yet, the hukou system is mentioned only a 
couple of times in this 400-page book. 

Despite these limitations, Ms. Chang 
gives a refreshing and well-researched de- 
piction that could not have been the result 
of infrequent interactions with her subjects. 
In this respect, Floating Cities is a welcome 
and valuable addition to the discourse on 
China’s great migration. 


AUTHENTICATING TIBET: 
ANSWERS TO CHINA’S 100 QUESTIONS 
Edited by Anne-Marie Blondeau 
and Katia Buffetrille 
University of California Press, 

402 pages, $24.95 





Reviewed by TSERING NAMGYAL 

IBET EXPERIENCED ITs biggest 
l unrest in two decades in March 

this year. The events quickly cap- 


tured headlines, pushing the Tibetan issue 
to the forefront of international news. 

Weeks later, as activists poured into the 
streets of global capitals to protest against 
the Olympic Torch, the Chinese govern- 
ment and some members of the Chinese 
diaspora launched their own campaign to 
counter the pro-Tibet rallies. China’s state- 
run media organizations published a bar- 
rage of criticism condemning the Tibetan 
exiles for masterminding the protests. They 
called the Tibetan leader, the Dalai Lama, 
“a devil with horns,” a “fake Buddhist.” 

Feeling insulted by the Western medig’s 
coverage of the events, members of the Chi- 
nese diaspora also protested against media 
groups such as CNN. Dozens of Web sites 
were created to retaliate against what they 
saw as the West’s biased coverage of the 
events and their negative portrayal of Chi- 
na. In their opinion, the Western media was 
purposefully disrupting China’s coveted 
debut on the international stage. 

In the wake of the protests, human 
rights, religious freedom, economic op- 
portunities, ethnic tensions as well as cul- 
tural autonomy were discussed with much 
zeal. Journalists interviewed experts and 
officials from both sides of the divide. The 
power of ideology often won over the real- 
ity of facts and the media became entwined 
in struggle. The good news is that the spec- 
tacles of Tibetan resistance in an age of new 
media forced many Han Chinese to con- 
sider alternative perspectives on Tibet. A 
group of well-known Chinese intellectuals 
issued an unprecedented statement urging 
the government to negotiate with the exiles. 
It was, however, unfortunate that it took a 
riot and casualties of such proportions to 
bring the world’s attention to Tibet. 

The publication of Authenticating Ti- 
bet: Answers to China’s 100 Questions could 
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not have been better timed. Edited by two 
French scholars, Anne-Marie Blondeau 
and Katia Buffetrille, it is a compendium 
of writings by a group of 15 scholars of Ti- 
bet. In 1989, a booklet entitled 100 Ques- 
tions about Tibet was published in English 
by the Beijing Review Press and distrib- 
uted around the world through Chinese 
embassies. The booklet was written by 
the government officials and scholars of 
Tibetan history, who were affiliated with 
the Nationalities Institute under the Chi- 
nese Academy of Social Sciences. 

The editors write that the original 
booklet from China 
discussed the Tibetan 
question through nine 
chapters on history, 
human rights, poli- 
cies towards the Dalai 
Lama, population in 
Tibet and religious be- 
lief. The booklet also 
discussed Tibet’s right 
to autonomy, culture and education, eco- 
nomic development, livelihood of the peo- 
ple and riots in Lhasa. The editors point 
out, however, that topics such as the Great 
Leap Forward and the Cultural Revolu- 
tion, which had enormous impacts on the 
lives of average Tibetans, are excluded. 

In 2002, the editors—both of L’Ecole 
Pratique des Hautes Etudes in Paris—pub- 
lished a French edition entitled Le Tibet 
est-il chinois?: Reponses a cent questions chi- 
noises, responding to the questions raised 
and addressed in the 1989 booklet. Authen- 
ticating Tibet is an updated translation of 
the French edition. The two editors claim 
that their goal is to provide a factual rebut- 
tal and response to the original booklet. 
Yet their aim is “not to give a stark black- 
and-white picture of the situation in Tibet.” 
Rather, the goal is to “give the reader the in- 
formation necessary to achieve a balanced 
picture of the relations between Tibet and 
China, and, in doing so, to contribute to 
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safeguarding the civilization of Tibet.” 

While pursuing the truth on Tibet, the 
editors rightfully point out that both the 
Chinese government and the exiled gov- 
ernment sources cannot be completely re- 
lied upon. As Donald Lopez—a well-known 
American scholar of Buddhism—writes in 
his thoughtful introduction, it falls upon 
the scholar to tread the middle way in the 
world of monolithic and polarized voices. 
There is hardly such a thing as the perfect 
representation, and the scholar should ask 
new questions even as he or she attempts 
to answer the old ones. 

As Mr, Lopez writes: 
“One of the differences 
between propaganda 
and scholarship is that 
propaganda is confi- 
dent and unambigu- 
ous in its assertions; its 
goal is to present a par- 
ticular point of view in 
the most compelling 
way possible.” Yet propaganda can be ap- 
proached and analyzed. The 15 scholars 
bring to bear their expertise on a diverse 
range of issues, including the Yuan dynas- 
ty’s sovereignty over Tibet, the circum- 
stances of the People’s Liberation Army’s 
march into the country in 1949, and for- 
eign investment in the Himalayas. 

Robert Barnett—a specialist on con- 
temporary Tibet and a frequent guest on 
network television during the recent pro- 
tests—leads the reader through the con- 
troversial terrain of human rights. He 
also writes expansively on the 1989 ri- 
ots in Lhasa. Historian Tsering Shakya 
informs the readers on Tibet’s troubled 
modern history and Elliot Sperling pro- 
vides a wealth of information on Tibetan 
history during the Ming and Yuan dynas- 
ties. Ms. Blondeau gives an explanation 
of the Chinese government’s position on 
religious belief and practice in Tibet. Per 
Kvaerne writes on the tempestuous topic 
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of the Chinese government’s policy with 
regards to the Dalai Lama, while Thiery 
Dodin addresses the question of autonomy 
and China’s policies towards minorities. 

Evidently, the list of scholars that Ms. 
Blondeau and Ms. Buffetrille have gath- 
ered is as long as the company is distin- 
guished. Other contributors include Anne 
Chayet, Andrew M. Fischer, Janet Gyat- 
so, Amy Heller, Samten Karmay, Fernand 
Meyer, Jampa Panglung and Helga Ue- 
bach. All of them deconstruct misconcep- 
tions without much jargon. The answers 
from China and the responses from these 
scholars are presented together allowing 
readers to decide for themselves which 
side offers the more balanced view. 

So it can be said easily—at the risk of 
sounding biased—that this accessible and 
timely volume is not likely to be surpassed 
as the definitive book of reference on Tibet 
for quite some time. 


GHOST TRAIN TO THE EASTERN STAR 
by Paul Theroux 
Hamish Hamilton, 496 pages, £20 
SOS 


Reviewed by SAMANTH SUBRAMANIAN 


7 VEN 20 YEARS ago, at atime when 
air travel was more expensive and 
less commonplace, and when the 
Internet had not yet brought the entire 
world to our desktops, travel writers could 
get away with mere evocative description. 
The best of the breed, of course, revealed 
how travel changed them, captured spirit 
rather than detail, and gave us fresh per- 
spective and ideas. But even the mediocre 
could fascinate us simply by describing the 
things they saw, a virtue only of the fact 
that they had been there and we hadn’t. 
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No longer, though. It is far too easy today 
to see—and hear, and read about—just how 
things are. Instead, in a fluid, ominously 
homogenizing world, it is suddenly more 
interesting to see how things are as com- 
pared to how they were. 

In that respect, one of the best-equipped 
people on Earth is Paul Theroux, who has 
been traveling for a living for three-and-a- 
half decades. He has, in that time, tripped 
across most of the world, observing and 
writing. Most fortuitously, in 1973, Mr. 
Theroux traveled by train across a region 
of the world that has changed the most 
since then—through Central Asia, into 
the Indian subcontinent, drifting down to 
Southeast Asia, lunging up into Japan, and 
then doubling back through what was then 
the Soviet Union to Europe. That remark- 
able journey became The Great Railway 
Bazaar, and in Ghost Train to the Eastern 
Star, Mr. Theroux is in the enviable posi- 
tion of being able to retrace his tracks, to 
review himself and his surroundings more 
than three decades later. 

Those surroundings have altered dra- 
matically. There are wars in Iraq and Af- 
ghanistan, but there is no war in Vietnam. 
Parts of India are richer; parts of India are 
poorer. Iran and Pakistan bar Mr. Theroux 
from entry. There is no Soviet Union any 
more; instead, like a jigsaw that has fallen 
apart, there are the smaller pieces of the 
former Soviet republics to travel to. Thai- 
land is more prosperous, Eastern Europe 
is capitalist, Turkey wants to join Europe 
and Burma is, for some, now Myanmar. 

Mr. Theroux himself—older, goutier 
and claiming to be happier—has changed 
less radically. He is still a dyspeptic sour- 
puss with a keen eye for ugliness, and he is 
still maddeningly hard to please. Regular- 
ly, he lambastes countries for succumbing 
to the curse of “meretricious modernity”; 
just as regularly, as in Colombo, he con- 
demns the remaining old-fashioned cities 
as “visibly faltering,” with a “failing econ- 
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omy.” Clean places are too sanitized; un- 
clean places are hauled up for their filth. 
He hates cities, yet he visits them obses- 
sively, to then later say that he hated them. 
Only ina few small, isolated towns in some 
countries—Sri Lanka, Thailand, Vietnam, 
Japan—does Mr. Theroux manage to di- 
vest himself of his cape of peevishness. 

But as a traveler, Mr. Theroux has one 
habit of great worth: he talks to people, 
even if it is to ask the most obvious ques- 
tions and to ask them in 
what seems to be the most | 
condescending manner. 
This is particularly valu- 
able in Asia, a land that, in 
many places, so teems with 
its people that it can barely 
contain them. 

As with The Great Rail- 
way Bazaar, Ghost Train 
to the Eastern Star is rife 
with snappy portraits and 
hungry conversation. On 
numerous trains thudding 
across the continent, Mr. 
Theroux restlessly interro- 
gates his fellow passengers about where 
they’re from, what they do, how much 
money they make, what they think of 
their country today, and what they think 
of America and of George W. Bush. 

These encounters, which rise to the top 
in one’s memory far more effortlessly than 
Mr. Theroux’s hurrying descriptions or his 
existential thoughts on being a traveler, 
stitch themselves together into a sort of 
collage of Asia today. In Turkmenistan and 
Singapore, talking to citizens repressed in 
very different ways, Mr. Theroux builds 
profiles of two very different autocrats, Sa- 
parmyrat Niyazov and Lee Kuan Yew. In 
what are perhaps the most enjoyable sec- 
tions of the book, he hunts down writers 
he knows and admires—Elif Shafak and 
Orhan Pamuk in Istanbul; the late Arthur 
C. Clarke in Colombo; Haruki Murakami 


FAR EASTERN ECONOMIC REVIEW œ> 





and Pico Iyer in Japan. 

On the route of the Trans-Siberian Ex- 
press, at Perm, he steps off the train and 
into the chilling pools of memories of the 
Soviet gulags. There are more memories 
in Vietnam, which he finds transformed 
from his previous visit in 1973, just before 
the last Americans were iconically chop- 
pered away from Saigon; but here, there is 
also more peace with those memories, and 
a warmth and friendship that Mr. Ther- 
oux repeatedly wonders 
at. “Do you hate me?” he 
asks a middle-aged wom- 
an in Hanoi, filling with 
“absurd self-disgust” 
even as he poses the ques- 
tion on behalf of America. 
She doesn’t, and in a reply 
that is the leitmotif of this 
book, she says: “That was 
a different time.” 

It was, and in a way, 
Mr. Theroux seems to 
be seeking that time and 
those experiences, if not 
that version of himself. At 
Candacraig, a hotel in a town in Burma 
where nothing has changed, he captures 
the past briefly, and he is elated. “Without 
daring to anticipate such an event, it was 
the sort of reunion I had hoped for when 
I set out to repeat my trip,” Mr. Theroux 
marvels. But for much of the rest of it, he 
bemoans the uglier, harsher, greedier age 
that we live in today—and even allowing 
for his quota of innate grumbling, that 
complaint sounds increasingly convinc- 
ing as the book progresses. “Most of the 
world is worsening, shrinking into a ball of 
bungled desolation,” Mr. Theroux writes 
towards the end. “Only the old can really 
see how gracelessly the world is aging and 
all that we have lost.” 

It is a bleak conclusion to Mr. Theroux’s 
journey, made all the sadder by the fact 
that we suspect it might be true. 1 | 
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WILL SITA SING IN INDIA? 
by Salil Tripathi 


T THE BERLIN Film Festival in 
February this year, an 82-minute 
animation feature titled Sita Sings 
the Blues received special mention. Illi- 
nois-born artist Nina Paley—who created, 
wrote, and directed the film—has called 
it “the greatest break-up story ever told.” 
Interweaving her own break-up from her 
husband with the story of Sita, the god- 
dess from the Hindu epic Ramayana, Ms. 
Paley has created a charming, lively, and 
upbeat story of a woman’s emancipation. 
Film festivals followed—Tribeca in New 
York, Seattle, Denmark, Annecy, Stutt- 
gart, Rochester, and Taipei. In Annecy, the 
film won best feature; at Avignon, it was 
named the best American feature. It has 
been a summer of successes for Ms. Paley’s 
film, which makes brilliant use of anima- 
tion with the plaintive songs of 1920s jazz 
vocalist Annette Henshaw. The question 
now is will Sita go to India? 

Sita Sings the Blues depicts Sita as a 
beautiful, feminine woman devotedly in 
love with Rama, the warrior-king. While 
firmly a feminist film, it does not cast Sita 
as an avenging angel. And Rama does not 
figure as a larger-than-life martia. nero; in 
fact, he appears all-too-human, with im- 
perfections and foibles that make him in 
some ways unremarkable and ordinary. 

This interpretation may not be as radi- 
cal as the Danish cartoonists’ take on Mo- 
hammed. But for artists keen on making 
unorthodox interpretations of the holy, 
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these are unusual times, even in India, the 
world’s most populous democracy. 

The Hindu Lord Rama is not someone to 
be laughed at. In late February, a group of 
activists stormed into the history depart- 
ment of the University of Delhi, breaking 
windows and ransacking the offices. The 
activists, belonging to the Akhil Bharatiya 
Vidyarthi Parishad, or the students’ wing 
of the pro-Hindu Bharatiya Janata Party, 
were angry because students were asked 
to read an essay about Ramayana that they 
considered to be blasphemous. (The essay 
simply suggests there are many versions 
and interpretations of the Ramayana tale). 

Also this year, a project to deepen the 
waters separating India and Sri Lanka has 
been held up in part because Hindu nation- 
alists oppose it. They claim that construc- 
tion in that area would destroy a mythical 
bridge built by Rama’s warriors to help his 
army attack Lanka. 

Ramayana is an epic known not only in 
South Asia, but also in many countries in 
Southeast Asia. The story revolves around 
Rama, who was a virtuous prince born to 
Queen Kaushalya and King Dasharatha 
of Ayodhya. On the eve of his coronation, 
Kaikeyi, another wife of Dasharatha, re- 
minded him of an old promise he had 
made to her on the battlefield. She asked 
that her son, Bharata, become the king in- 
stead, and that Rama be exiled to the for- 
est for 14 years. Rama left with his wife, 
Sita, and his brother Lakshmana. In the 
forest, the demon-king of Lanka, Ravana, 
who coveted Sita, contrived to abduct her. 
Rama assembled an army of monkeys, at- 
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tacked Lanka and destroyed Ravana, liber- 
ated Sita, returned home to Ayodhya, and 
rightfully claimed his throne. 

One night, while surveying Ayodhya 
incognito, Rama heard a washerman ban- 
ishing his wife when she returned to him 
after leaving him for another man. The 
washerman told his wife that he was not 
Rama, aman who would take back a wom- 
an who had lived with another man. De- 
termined to live by the highest example, 
Rama expelled Sita to 
the forest. Some years 
later, when they met, 
he was still uncer- 
tain about the sincer- 
ity of her love for him. 
Sita told him that she 
would rather be swal- 
lowed by her mother, 
Earth, than be sub- 
jected to another hu- 
miliating test to prove 
her purity. 

Rama’s suspicion, 
which questioned Sita’s 
integrity and purity, 
has long angered fem- 
inists and baffled the 
more sensible among 
Rama’s devotees. As one travels across 
the vast Indian nation, the stories change, 
sometimes subtly and sometimes drastical- 
ly; villains appear human; heroes acquire 
feet of clay. The doyen of Indian history, 
Romila Thapar, says that embedded in the 
Ramayana’s many versions are stories that 
reflect the social aspirations and ideolog- 
ical concerns of each group that has pro- 
pounded a different version. 

Beyond India, the Ramayana narrative 
changes even more. I have seen Ramaya- 
na episodes on the walls of the temples of 
Prambanan in Yogyakarta. The walls of 
Bangkok’s temple of the emerald Buddha, 
Wat Phra Kaew, show scenes from the Thai 
version of Ramayana, which varies greatly 
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from the grand narrative known in India. 
There is the Ramayana Kakawin of Java, 
Ramakerti of Cambodia, Ramakien of 
Thailand, Phra Lak Phra Lam in Laos, and 
Hikayat Seri Rama of Malaya. In the Malay 
version, Lakshmana emerges as the brave 
brother, Rama is weak and occasionally abu- 
sive, and Ravana is a descendant of Adam. 
In some Thai versions, Rama is Buddha, 
and Ravana his cousin. In the Cambodian 
Ramayana I saw in Seam Reap, Hanuman, 
_the monkey-god, 
_ emerges as a playboy, 
instead of a bache- 
lor devotee of Rama. 
In certain Balinese 
dance versions, such 
` as Kecak, bare-chested 
men hauntingly chant 
“chak-chak-chak” as 
they dance around a 
bonfire. 

Several of these 
stories interfere with 
the master narra- 
tive the Bup has been 
promoting in India 
since the mid-1980s, 
which casts Rama as 
a strong, virile, mar- 
tial lord. Casting Rama as a militaristic 
hero—rather than maryada purushottam, 
or an ideal human being, who sacrifices his 
interests for others—is meant to encourage 
militancy among Hindus, who the gJP be- 
lieves have been made to feel like second- 
class citizens in India. 

While Ms. Paley’s intention is not to 
prove the nationalists wrong, her film 
shows us a different Rama—a moody man, 
sometimes confused, in love with his wife 
but unable to articulate it, and lacking in 
sensitivity and emotional intelligence. Ms. 
Paley’s version is based on Sita’s story. She 
is not the first to do this; indeed, the no- 
tion of Sitayana—or telling the story of 
Ramayana from Sita’s perspective—is it- 
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self an old tradition in India. In the 1990s, 
when Singapore’s Asian Civilisations Mu- 
seum organized an exhibition of Southeast 
Asian interpretations of Ramayana, its cu- 
rator, Gauri Parimoo Krishnan, wrote in 
Ramayana: A Living Tradition: “Valmiki’s 
Ramayana has been wrongly ascribed ca- 
nonical status, giving rise to a sort of patri- 
archal, literate, pan-Indian elitism which 
in recent times has been scorned.” Ms. Pal- 
ey points out feminist critiques by Indian 
feminist writers, such as Nabaneeta Dev 
Sen and Madhu Kishwar. A Ramayana like 
Ms. Paley’s, which treats Sita not as a doc- 
ile and obedient Hindu housewife, but an 
assertive woman who is feminine but not 
feminist, is part of that tradition. Yet this 
version destabilizes the activists’ notions 
of ideal manhood even more. 

Ms. Paley is an accomplished graphic 
artist whose comic strips include “Fluff” 
and “The Hots.” She moved to India in 
2002 with her then-husband, who worked 
on an animation project at an Indian pro- 
duction company. She was born in Illinois 
and had lived in California, but had not 
been to India before. In India, they set- 
tled in Kerala where she read Ramayana. 
When work beckoned her to New York, she 
left for what she thought would be a short 
visit. Once there, however, she received an 
email from her husband asking her not to 
return. He told her their relationship was 
over. “I was dumped on an email,” she said 
wryly when I spoke to her at her studio in 
New York. 

She was deeply hurt, but instead of wal- 
lowing in self-pity, she channeled her ag- 
ony and anger into creativity and work, 
spending nearly five years developing Sita 
Sings the Blues, partly aided by a Guggen- 
heim fellowship. A plaintive cry of anguish, 
anger, and a call for revenge, the film has 
become a Stirring, feminist statement as- 
serting Sita’s—and Ms. Paley’s own—iden- 
tity. Mixing a range of styles—including 
Indian calendar art, charming Disney-like 
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animation, Indonesian wayang kulit pup- 
pets (who speak with an Indian accent), ir- 
reverent ex tempore commentary about the 
Ramayana between a bunch of Americans 
of Indian origin, and Henshaw’s soulful, 
haunting singing—the film is a lively story- 
within-a-story that has become a favorite 
on the festival circuit. 

But it is not at all certain that India will 
get to see the film. Since the late 1980s, 
when the Indian government banned 
Salman Rushdie’s The Satanic Verses, many 
communities have felt bold enough to seek 
bans on various films, books, plays, movie 
posters and television programs. Acquies- 
cent governments—at both state and fed- 
eral levels—have caved in, emboldening 
vigilantes who want to control the space 
for free speech. In India, where gods are 
everywhere and everything seems to be 
sacred, anything you say might offend 
someone, somewhere. 

While nobody has sought a ban on Ms. 
Paley’s film yet, Internet jihadis of the Hin- 
du variety have already begun to complain. 
During the years of the film’s making, Ms. 
Paley posted clips on various Web sites to 
generate enthusiasm for the film as well 
as to raise funds. Several Hindu activists 
pounced on the film, calling it heretical. 
Ms. Paley—an Ashkenazi Jew—says Sita 
Sings the Blues does not in any way insult 
Rama, although reinterpreting Ramayana 
from a modern woman’s perspective is not 
walking on easy terrain. 

At the end of Sita Sings the Blues, Sita lies 
relaxed, while her tired feet are massaged 
by an adoring Rama. She winks to the audi- 
ence. Does the film portray Rama as a liber- 
ated, new age man or as a docile cuckold? 
Does it humiliate Rama or simply cast him 
in a new light? The answer lies in your in- 
terpretation. “I don’t hate Rama or Rama- 
yana; see the film first,” Ms. Paley says. 

“India is a free country, right?” she 
asks. “Or is it free, so long as you don’t up- 
set anybody?” L 
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My Crisis Will Go On 


AT A RECENT conference on the subprime 
hosted by the Asian Development Bank 
in Manila, TT was pleasantly surprised to 
see Asia’s central bankers, regulators and 
technocrats taking the biggest financial 
meltdown in the history of the planet in 
their stride. In a display of joie de vivre that 
is simultaneously alarming and charm- 
ing, conference delegates adjourned to 
the swish executive 


at the beginning of the Chinese school 
term. Owners fear the cartoon, which 
shows bunnies committing suicide in a va- 
riety of creative and thoroughly humorous 
ways, will inspire copycats, although most 
of the scenarios are too preposterous. In 
the English version by Andy Riley, a bun- 
ny attempts to decapitate himself with an 
Abba record. The Chinese version by Liu 
Gang portrays bunnies in the Chinese con- 
text. One bunny is shown injecting himself 


with counterfeit medicine. 
Forget the pressures of an exam-ori- 


dining room on the 
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our Lunch Operations 
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palatial ADB head- 
quarters. There they 
were treated to a me- 
lodious live piano 
performance, includ- 
ing memorable bal- 
lads such as “Happy 
Birthday to You.” 

Outside, as the 
financial system of 
Asia’s biggest export market was implod- 
ing, the region’s central bankers nibbled 
on nori and quaffed ... well whatever it is 
Asian central bankers quaff these days. It 
was all very reminiscent of Titanic, com- 
plete with Celine Dion sound track—but 
without the water. 

After lunch, diners got to evaluate the 
pianists by filling in questionnaires, dem- 
onstrating categorically that the ADB is, in 
some areas at least, embracing democracy 
and good governance. 





Killer Bunnies 


BOOKUU BOOK CITY in Shanghai has decid- 
ed to pull the Bunny suicide comics from 
their shelves after a 12-year-old threw 
himself off a building and a number of 
other teens attempted to kill themselves 
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ented educational system. Clearly, these 
bunnies are a risk to Chinese teens. 


Food Safety Taken to Extremes 


OK, WE KNOW everyone is on edge about 

Chinese food these days after the melamine 

milk scandal. But one restaurant in Hong 

Kong’s Mongkok district seems to have 

gone too far to reassure customers of the 

freshness of their meals. Nick Frisch, one 

of our contributors, sent in the picture be- 
low of a bowl of noodles with the expira- 
tion date printed on the noodle itself. But 
is the ink safe to eat? 
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Taro Aso became Japan's third prime minister in less than 24 months last week with 
one goal in mind: survival. He inherits the leadership of the Liberal Democratic Party at 
the most perilous moment in ts S3~-year history. The LOP's fate anc Mr. Aso's will be 
decided by the next genera! election for the Lower House of the Dict, which may come 
as carly as next month. Most observers believe the LDP will likely lose its absolute 
majority in the Lower House to the Democratic Party of Japan, thus leading to the first 
complete opposition take over of government since 1955. 
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learned much since 1988. The military regime that rules our country is destroying 

| virtually the entire country, with the exception of the expensive military Aseif. Over the 
years, the people of Burma have faced è brutal dictatorship that commits large-scale 
atrocites and steadily strangulates the population, especially the ethnic minorities 
Through the decades of military rule, my country’s democracy movement has turned to 
the United Nations for support and intervention 
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Manita—That Asia will take a hè as a result of financial turmod in the United States is 
not really up for debate. What is less clear cut is the extent of the financial and 
economic damage the region will have to endure. Ask different experts—and there were 
at least 100 to choose from Sept 18 at a conference organized by the Asian 
Bevelopment Bank on restructuring beyond the subprime crisis—and you will get 
responses ranging from the upbeat to the downright depressing 
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Enduring the Subprime Tsunami By Pramit Psi Chavdbun © Oese WS com 
India's economic leadership transted from concern to confidence within a few days e Dow Jones 


of the second wave of the United States’ subprime crisis buffeting the country. The 

| initial concern was that the collapse of Wall Street heavies like Lehman Brothers and 
Merril Lynch would Nave a tsunami effect on the rupee, the Mumbai stock merket and, 
therefore, the Indian economy's overall growth prospects. It only took a few days for 
this to be replaced with guarded confidence. By the time they reached Indis the West's 
financial difficulties assumed the dimensions of a surface ripple rather than a tidol 
wove. If anything, argued some Indian commentators, subprime could actually heip 
India solve Rs more pressing economic problem of domestic infiation 
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Energy will be one of the defining issues of this century. One thing is clear: 
the era of easy oil is over. What we all do next will determine how well we meet 
the energy needs of the entire world in this century and beyond. 


Demand is soaring like never before. As populations grow and economies 
take off, millions in the developing world are enjoying the benefits of a lifestyle 
that requires increasing amounts of energy. In fact, some say that in 25 years 
the world will consume about 50% more oil than it does today. At the same time, 
many of the world's oil and gas fields are maturing. And new energy discoveries 
are mainly occurring in places where resources are difficult to extract, 
physically, economically and even politically. When growing demand meets 
tighter supplies, the result is more competition for the same resources. 


We can wait until a crisis forces us to do something. Or we can commit to working ih 
together, and start by asking the tough questions: How do we meet the energy i GNET 
needs of the developing world and those of industrialized nations? What role will hj 
renewables and alternative energies play? What is the best way to protect our 
environment? How do we accelerate our conservation efforts? Whatever actions 
we take, we must look not just to next year, but to the next 50 years. 


At Chevron, we believe that innovation, collaboration and conservation are the 
cornerstones on which to build this new world. We cannot do this alone. 
Corporations, governments and every citizen of this planet must be part of the 
solution as surely as they are part of the problem. We call upon scientists 
and educators, politicians and policy-makers, environmentalists, leaders of 
industry and each one of you to be part of reshaping the next era of energy. 
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N 2005, A notable debate was taking place in Beijing policy cir- 
cles about how to rebalance the Chinese economy away from 
reliance on exports and in favor of greater domestic consump- 
tion. Ultimately, however, this initiative didn’t go very far. And it’s no 
wonder. Governments generally stick with what is working at the mo- 
ment, and nobody can deny that an export orientation served China well 
for a long time, just as it did the other East Asian “miracles.” 

The present financial crisis has put that debate in a new light. What 
some referred to as “unsustainable growth” is now evaporating. The 
region may be sitting on large reserves of foreign exchange. But it is 
finding that while these are good insurance against a balance of pay- 
ments crisis in the region, they are not much help when the victim is 
the buyer of last resort itself, the United States. 

Since World War II, the world has enjoyed the “deficits without 
tears,” as a French official once dubbed the perpetual U.S. trade imbal- 
ance. He was refering to America’s ability, due to the dollar’s status as 
the world’s reserve currency, to finance its imports with an inexhaust- 
ible stream of inward investment. 

But now there are tears, and as we went to press it was becoming in- 
creasingly clear that many of them will be in Asia. This might seem un- 
fair given that Asians put their financial houses in better order after the 
1997 regional crisis. But putting aside who is to blame, the codependent 
trade relationship with the U.S. has become dysfunctional. 

The election of Barack Obama as America’s next president will bring 
an opportunity to re-examine the region’s relationship with the super- 
power. It would be disastrous if the U.S. were to appease domestic in- 
terest groups by resorting to protectionism. But at the same time there 
needs to be a discussion about how to put trade on a sustainable track. 

As Brian Klein writes in this issue, however, crisis management will 
probably claim the new administration’s attention first. From North 
Korea to Pakistan, there is always a learning curve at the beginning of 
a presidential term. 

Paul Wolfowitz sounds a hopeful note that in the Taiwan Strait the 
U.S. has an opportunity to build on the foundation laid for economic 
cooperation by President Ma Ying-jeou. That will create the trust nec- 
essary to make political progress possible at a later stage. But the U.S, 
still needs to play a delicate balancing act of ensuring Taiwan’s abil- 
ity to defend itself without getting drawn into efforts by either side to 
change the status quo. 
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Can Asia Consume 
A Way Out of Crisis? 


It is probably too late for measures encouraging domestic con- 


sumption to have enough of an effect to mitigate the slowdown in 


external demand. But it’s still worth undertaking such reforms. 


by Hugo Restall 


ec ant OD ff! 


ILTON FRIEDMAN famous- 
ly said in 1965, “We are all 
Keynesians now.” And it 
looks to be true again. 
Facing the fallout of a 
global crisis, governments across Asia are 
resorting to countercyclical spending in 
the hopes that it will jump start domestic 
demand—i.e. spending by their own citi- 
zens—to replace the declining external de- 
mand from the United States and Europe. 
The problem with this prescription, 
however, can be boiled down to a basic ob- 
servation, related to John Maynard 
Keynes’s paradox of thrift: Every- 
one tightens their belts in a crisis, 
even though they may know 
that collectively this will lead to 
economic disaster. Therefore 
the government spending 
would have to be very big 
indeed to make a dif- 
ference. People who 
were saving very lit- 
tle (Americans) will 












naturally increase their saving rate. But 
those who were already saving a lot (Asians) 
are unlikely to loosen their purse strings. 

The former behavior is already appar- 
ent. The U.S. savings rate, which coasted 
down to 0% from 10% of Gpp over the last 
three decades, has already rebounded in 
the last two quarters to about 2%, and some 
analysts predict it could go as high as 5%. 
While the federal government will contin- 
ue to spend, households, corporations and 
even local governments are undertaking 
the painful task of deleveraging. 

It’s not just that Americans now see the 
error of their free-spending ways. With 
both stocks and real estate declining in 
value, the wealth effect is going into re- 
verse. And as companies shed workers, 
there is a natural incentive for households 
to save against the possibility of losing 
their income. Finally, companies are try- 
ing to bolster their balance sheets by econ- 
omizing and paying down debt. 


ow Mr, Restall is the editor of the REVIEW. 
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The effect is already being felt in Asia, 
although it is not yet reflected in the official 
numbers, The biannual Canton Trade Fair 
saw few foreign buyers, and China’s Pur- 
chasing Manager’s Index, a leading indica- 
tor of manufacturing, has turned sharply 
negative. There are reports of inventories 
piling up, and waves of closures in Guang- 
dong province of Hong Kong-owned facto- 
ries. This is all bad news for East Asia, 
which has seen a procession of newly in- 
dustrializing countries get a leg up on 
growth by exporting to the developed econ- 
omies, especially the U.S. And not only has 

t the region supplied products for American 
consumers, it has also sent back the pro- 
ceeds of these sales in the form of invest- 
ment, fuelling the credit expansion that 
enabled yet more consumption. This was 
sometimes called the East Asian develop- 
ment model, characterized by high savings 
rates and an export orientation. 

It all worked fine for decades, lifting 
hundreds of millions of people out of pov- 
erty. But it depended on the U.S. financial 

sector remaining liquid, 

if not always solvent. 

America’s crack-up 

leaves Asia sitting on 

thousands of facto- 
ries without orders, 
and a mountain of 

Treasurys. At least 

for the next year or so, 

the region will have to 
find a new growth en- 
gine. 

When the subprime 
crisis first broke, con- 
ventional wisdom 

had it that Asian 
economies were 
not at risk. After 
all, the first-or- 
der effects 
were small, 
since Asian 
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banks held only a fraction of the “toxic as- 
sets” bought by North American and Eu- 
ropean institutions. Moreover, Asian 
nations’ balance of payments and foreign 
exchange reserves were healthy enough to 
resist a contagion effect. 

However, as it became clear that the 
American financial system was suffering a 
systemic crisis and the credit markets that 
Asia also depends on were seizing up, Asian 
stock markets fell in concert with Wall 
Street. Now the U.S. real economy is falter- 
ing, and a second-order effect, the drying 
up of orders for goods made in Asia, is ma- 
terializing. Still to come is perhaps the big- 
gest blow ofall: firms abandoning plans for 
investment in new capacity as a result of 
lower forecasts of global demand. 

Still, some observers believe that Asia 
can weather the storm in better shape than 
the West. For example, on Nov. 3 Citigroup 
put out an optimistic report suggesting 
that measures by the regions’ governments 
to spend more will translate into renewed 
growth: “The escalation of timely policy 
stimulus to support domestic demand 
should set the region up for faster econom- 
ic rebound once the global financial crisis 
abates.” 

Moreover, the bank sees China as the 
brightest spot in the region in terms of its 
capacity to withstand a slowdown in the 
world’s demand for its products, predict- 
ing a soft landing for the economy. Like- 
wise, economist and former Australian 
Ambassador to China Ross Garnaut pre- 
sented a paper at the end of October ex- 
pressing faith in China’s ability to use a 
Keynesian stimulus to avoid a “major 
slump,” although growth over the next 18 
months would be significantly slower than 
the long-term trend. 

What everyone seems to agree on is that 
China is the bellwether of the region of the 
whole. If it cannot survive the crisis in rea- 
sonable shape, nobody can. And in that 
case, if by some miracle they did bob up to 
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the surface, a sinking China would pull 
them back down anyway, given its size and 
importance as a market. So can the Beijing 
government and the Chinese consumer 
spend their way out of the slump? 

To some degree, the faith expressed in 
China’s resilience is hardly surprising. On 
paper at least its fundamentals are strong— 
growth last year was officially 11.4%, and 
foreign-exchange reserves total more than 
$1.9 trillion. Domestic demand growth has 
been quite strong. And Beijing is reprising 
the measures used successfully after the 
1997 Asian financial crisis to maintain 
growth momentum. The fiscal-stimulus 
plans unveiled so far, such as an additional 
800 billion yuan ($117 billion) for railway 
modernization, suggest that the govern- 
ment has the requisite sense of urgency. 

However, as a large net exporter China 
is highly vulnerable to a slowdown in exter- 
nal demand. The export sector’s share of 
the economy has been steadily rising since 
accession to the World Trade Organization 
in 2001. Some analysts point out that the 
true importance of exports to the economy 
is not as great as the eye-popping total val- 
ue (over 40% of GDP) suggests, since many 
of these products are made from imported 
components, with very little value added in 
China. But the fact remains that in the last 
three years import growth has lagged far 
behind export growth, showing that reli- 
ance on exports has increased. 

The real problem for China, and hence 
for Asia, is that this external shock coin- 
cides with the bursting of an investment 
bubble domestically. And investment, not 
exports, is the true linchpin of China’s 
economy—it represents more than 40% of 
GDP, for real. Although the numbers for 
fixed-asset investment still look robust, 
once adjusted for the producer-price in- 
creases of the last year they reveal a signif- 
icant slowdown. This is the true story 
behind the decline in GDP growth to 9% in 
the third quarter. 
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For years, fixed asset investment has 
been growing at a blistering pace of more 
than 20%. To a large degree this explains 
the run-up in global prices of raw materials; 
for example, China has been pouring 40% 
of the world’s concrete production, about 
1.4 billion tons per year, for new infrastruc- 
ture, homes, offices and factories. Supply- 
ing the raw materials for this boom has 
become one of the drivers of growth in the 
rest of the region. 

The government finally stepped in last 
year with a series of measures to rein in an 
economy in danger of overheating. As asset 
prices and inflation began to take off in the 
last few years, Beijing deserves credit for 
acting early. Even though the instruments 
of monetary policy are not mature, it raised 
interest rates, boosted reserve ratios and ul- 
timately used administrative means to rein 
in investment, especially among real-estate 
developers and home buyers. 

The policy worked, but perhaps too well. 
Sales volumes of real estate have fallen sig- 
nificantly, and in cities that were gripped 
by speculative fever, prices are falling. 
Moreover, the stock market has lost about 
70% of its value since its peak a year ago. 
Investors and potential home-buyers alike 
are sitting on the sidelines, waiting to see if 
they can discern a bottom to the markets. 
Home buying has accounted for a quarter 
of fixed-asset investment, but it also drives 
a wide range of other spending, as the 
emerging middle class trades up from the 
previously state-owned apartments they 
were allowed to buy cheaply a decade ago 
to privately built homes of a much higher 
standard. 

A prolonged decline in housing prices 
doesn’t seem likely. But if the market does 
not revive quickly, it could have several un- 
intended effects. One is the vocal dissatis- 
faction of homeowners who have never 
experienced a housing downturn before. 
More importantly, local governments have 
become increasingly reliant on property-re- 
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lated revenues as their spending has in- 
creased and they have been pressured to 
scale back other taxes. A halt to new proj- 
ects would put them in a precarious situa- 
tion and force cutbacks in spending. 

The danger now is that combined with 
the external shock of the global financial 
crisis, China is facing a perfect storm. 
With asset and commodity prices falling, 
external demand shrinking and Chinese 
consumers nervous there is a growing risk 
of deflation. 

This has happened before, in the after- 
math of the Asian financial crisis. For too 
long, the government maintained tight 
controls on credit in an effort to contain 
the inflation of the mid 1990s, causing sev- 
eral years of deflation. As it turned out, the 
negative effects were not too great, as con- 
tinuing high nominal growth rates even- 
tually brought prices back into moderate 
inflation. 

But today it seems that the government 
risks repeating the same mistake. Already 
the consumer inflation rate has fallen to 
4.6% in September, from a range of 7.1% to 
8.7% in the first half of the year. Yet once 
again the People’s Bank of China is fighting 
the last war, trying to squeeze out the infla- 
tion caused by the past year’s runup in com- 
modity prices. Official rhetoric remains 
focused on fighting inflation, or at least 
finding the “proper balance” between 
growth and inflation, as an essay by Pre- 
mier Wen Jiabao in a Communist Party pol- 
icy journal put it. 

The financial crisis will only add more 
deflationary pressures. Facing declining or- 
ders from abroad, export-oriented factories 
will retool in order to produce for the do- 
mestic market. A surplus of capacity will 
push prices down further. Meanwhile, see- 
ing prices falling and feeling insecure about 
the world economy, Chinese consumers 
may decide to postpone purchases. The 
stage could then be set for a deflationary 
spiral, as even loose monetary policy fails 
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to encourage firms to invest and house- 
holds to consume. Needless to say, that 
would derail efforts to jump start consump- 
tion using a fiscal stimulus. 

Asia has been here before. Consider 
what happened the last time the U.S. had 
a significant contraction of its economy in 
1991-92. Japan’s central bank had just 
popped the bubble economy with an inter- 
est rate hike on Christmas Day, 1989. But 
it seemed that Japan could work through 
the bad debts without too much pain. The 
kicker was that the U.S. recession took 
away Japan’s crutch of exporting its way 
out of trouble. 

The situation quickly went from bad to 
worse. The problem was exacerbated by 
the Bank of Japan’s failure to understand 
soon enough that deflation, not inflation, 
was the main threat and cut interest rates 
promptly. Moreover, the government’s 
failure to recapitalize the banking system 
and enact reforms delayed the recovery 
further. In the end Japan lost one decade 
of growth, which Bruce Greenwald of Co- 
lumbia University has estimated at $50 
trillion in present value. 

Mr. Greenwald also points to the U.S. 
in the 1930s as a parallel. Today it is large- 
ly forgotten that after the 1929 Black Fri- 
day crash, the U.S. economy, then a major 
exporter, was not immediately crippled. 
The true devastation of the Great Depres- 
sion didn’t come until the early 1930s, 
when foreign retaliation for the Smoot- 
Hawley Tariff Act began to bite and the 
U.S. Federal Reserve kept monetary policy 
tight to ward off inflation, leading to a de- 
flationary spiral. 

Today China stands at a similarly pre- 
carious position. There are some important 
differences, such as the fact that its domes- 
tic bubbles were not as large as Japan’s. But 
then Beijing doesn’t have the full range of 
monetary-policy tools available to a devel- 
oped economy, and the banking system is 
still recovering from the bad loans left over 
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from the planned-economy era. China’s ef- 
forts to keep the yuan exchange rate stable 
by buying dollars and sterilizing these in- 
terventions by selling domestic bonds argu- 
ably is putting the monetary system under 
greater stress than Japan experienced. 

If these parallels teach anything, it is 
that quick action is needed to prevent de- 
flation from taking hold. In China’s case, 
it’s officially estimated that growth below 
8% will lead to rising unemployment, since 
new manufacturing jobs are needed to ab- 
sorb excess workers leaving the country- 
side. But the main concern is not so much 
the farmers, who can fall back on their 
land, but college graduates. University en- 
rollments were increased nine-fold in the 
last nine years, and this year there are al- 
ready reports that only a fraction of last 
spring’s graduating class has found jobs. 
Rising inequality and complaints about 
corruption could lead to a repeat of the 
1989 protest movement. 

The irony is that Beijing has been dis- 
cussing the need to “rebalance” the econo- 
my and promote domestic demand for 
several years. But as long as the export av- 
enue remained open, little concrete action 
was taken. Now it is probably too late for 
reforms undertaken now to have a mean- 
ingful effect in combating the downturn. 

Nevertheless, the crisis could provide 
the impetus needed for China and other 
Asian countries to dismantle some of the 
government policies encouraging high sav- 
ings and discouraging consumption. The 
recent granting of greater land ownership 
rights to farmers, for instance, could boost 
the incomes and access to capital of the ru- 
ral poor. Investing in health care would not 
only boost spending immediately, but it 
would reduce the need for Chinese to save 
for the possibly of catastrophic illness. 
Likewise, increasing funding for education 
would remove another impetus for saving. 

One radical measure Beijing could take 
that would have an immediate impact on 
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savings incentives would be a relaxation of 
the one-child policy. Many scholars have 
linked the high savings rate in one way or 
another to the family-planning initiative 
started around 1980. Children are the orig- 
inal pension system, so having only one 
child means having to save more for retire- 
ment. And of course having children means 
a large outlay of expenses. The longer term 
benefits of a higher birthrate are also be- 
coming obvious, since China faces a demo- 
graphic time bomb as its population ages. 

Ultimately the biggest obstacle to rebal- 
ancing the Chinese economy is the ex- 
change-rate regime, which has outlived its 
usefulness. The costs of absorbing the in- 
flows of dollars continue to grow more 
onerous, hobbling the pBoc’s ability to man- 
age the money supply. But more important, 
holding down the value of the yuan de- 
prives consumers of spending power, while 
encouraging overinvestment in export ca- 
pacity that has left China vulnerable to this 
crisis. A more freely floating exchange rate 
would allow Beijing to loosen capital con- 
trols, bringing the benefits of greater inte- 
gration into the world economy and the 
opportunity to develop international finan- 
cial centers. And it would create a natural 
mechanism for forcing firms to become 
more competitive and innovative instead of 
relying on low prices as their competitive 
advantage. The crisis would not be the ide- 
al time to tackle this, however, since in the 
short term it would add to deflationary 
pressures. 

It is too much to expect Asia to re- 
nounce its high-savings development mod- 
el in the face of this crisis. But instead of 
relying on Keynes to get through the tough 
years ahead, a better approach would be to 
look for reforms that increase economic 
freedom as well as reduce the incentive for 
high levels of savings. Such policies should 
put Asia on a more sustainable growth 
track even after the U.S. consumer has 
started to buy again. i 
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Keys to a Stronger 
Financial System 


by Don Hanna 





HE GLOBAL FINANCIAL Sys- 
tem is in the throes of tur- 
moil unlike any since the 
1930s. The headlines pres- 
ent an array of diagnoses. 
Greedy (take your choice) bankers/bro- 
kers/borrowers/investors are at fault due 
to their ill-advised lending/origination/ 
borrowing/investing. No, market-besot- 
ted/co-opted regulators are at fault for not 
disciplining market players in past cycles, 
urging those players on to new levels of ex- 
cess. No, central banks are at fault for leav- 
ing monetary policy too loose. Irrespective 
of the diagnosis, there are differing pre- 
scriptions for a cure. From one camp 
comes the cry, “Let the greedy suffer the 
consequences and keep the government 
out of it.” From another, “Let’s get the gov- 
ernment involved in saving the victimized 
before the crisis brings down the whole 
economy.” In this cacophony, is it any won- 
der politicians and the public are con- 
fused? 

In seeking touchstones for restoring fi- 
nancial stability over the long term, more 
clarity would be helpful. There are three 
powerful lessons from the current events 
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that, though controversial, may be helpful 
in structuring more long-term responses. 
First, market discipline is an inadequate 
basis for financial regulation. Second, fi- 
nancial regulation needs to be much more 
countercyclical. Third, moral hazard is a 
second-order problem in understanding 
risky behavior. 

In the aftermath of the crises that have 
afflicted financial markets over the last 20 
years, regulators have increasingly relied 
on market discipline as a tool to regulate 
markets. The argument is relatively 
straightforward. Markets are laser-fo- 
cused on returns—risk-adjusted returns. 
Create a framework where the same par- 
ties bear risk and return and where infor- 
mation is available to make informed 
decisions about both. Then let the forces 
of the market work to drive asset prices to 
levels that mesh risk with return. Those 
who pay too little for risky assets will see 
their profits and capital erode, leaving the 
market to stronger, sager actors. Providing 
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information to the public will allow mil- 
lions of people to evaluate opportunities 
and make investment decisions rather 
than leaving those decisions constrained 
by ill-paid and, therefore, ill-equipped 
regulators.This reasoning informs part of 
the upgraded regulatory framework em- 
bodied in Basel II, with its greater reliance 
on market pricing and more nuanced mea- 
sures of risks. 

But market discipline has limits. Jo- 
seph Stiglitz earned a Nobel Prize in part 
for his work on how imbalances in infor- 
mation and in incentives can distort mar- 
ket outcomes. Commentators have argued 
that poor information about underlying 
mortgagees’ incomes and willingness to 
pay contributed to the volatility of mort- 
gage-related securities. Others have high- 
lighted the misalignment of risk and 
return when mortgage brokers sell on 
mortgages for an upfront fee, but hold no 
liability for the ultimate performance of 
the mortgage. Still others have pointed to 
the conflicting incentives for credit-rating 
agencies which received payment for rat- 
ings from originators but touted their rat- 
ings with investors. 

Yet incentive misalignments look over- 
rated. A mortgage broker who sells inferior 
loans at superior prices is soon found out. 
Indeed, given the speed with which mort- 
gages originated in 2007 went sour, “soon” 
was within a matter of months. Not a mod- 
el for staying in business. The same is true, 
given the logic of market discipline, for 
credit-rating agencies. The demand for rat- 
ings is ultimately dependent on how well 
the ratings predict defaults. 

Something else must be going on. There 
are two choices. One is that the short-term 
profits to be made from ignoring long-term 
risks swamped the loss of future profits. 
That might characterize some “fly-by- 
night” mortgage brokers, but it seems a 
hard thesis to maintain for major commer- 
cial banks, ratings agencies or regulators. 
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Another is that market players collectively 
simply didn’t understand the risks of the 
activities they were involved in, that they 
formed their decisions on the basis of com- 
mon faulty expectations. 

The latter explanation—a generalized 
overconfidence—seems a simpler way of 
explaining what went on. As a mortgage 
broker, why should I worry about the in- 
come of a borrower if home prices steadily 
increase? As aratings agency, why shouldn’t 
I give the highest rating to securities based 
on mortgages linked to home prices that 
rise in nominal price? As a bank, why 
shouldn’t I hold the highest rating tranch- 
es of mortgage-backed collateralized debt 
obligations when the underlying collateral 
links back to an appreciating asset—homes? 
As aregulator, why shouldn’t I allow mort- 
gage-related credit to burgeon when home 
prices tend to rise? 

Market discipline relies on the rational- 
ity of expectations about the future. Yet be- 
havioral economists and psychologists 
have uncovered a raft of decision-making 
practices that diverge from rationality. 
Market players tend to condition their ex- 
pectations on recent patterns, which rein- 
force price increases. Those expectations 
are slow to change, even when events un- 
dermine assumptions. Investors over time 
tend to become wedded to their views, so 
that only stark events shift them. Mean- 
while, increases in prices tend to attract 
the attention of other investors, reinforc- 
ing price increases, who then become en- 
amored of their positions and slow to alter 
them. These elements contribute to expec- 
tations that can diverge ever more from 
“rational” expectations. 

If faulty expectations are prevalent, 
then a reliance on market discipline will 
be inadequate. In response, we need some 
more blunt regulation that dampens the 
growth of financial assets and or curbs the 
fall in the price of risk, even when market 
expectations point to different outcomes. 
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If market players cannot be counted on to 
avoid overconfidence, then the regulatory 
system needs to impose prudence on them. 
At present it does just the opposite, at least 
in booms. 

Capital-adequacy standards linked to 
risk ratings that tend to improve during 
booms and deteriorate in busts reinforce 
credit and asset cycles. Risk-management 
systems based on covariances among as- 
sets that rise during crises do the same. So 
do mark-to-market accounting frame- 
works. Well intentioned regulatory moves 
to tighten capital set-asides for structured 
credit and tighter standards for off-bal- 
ance-sheet assets, while sound in the long 
run, reinforce the tightening of credit ifim- 
posed during a bust. 

Some simple rules could reduce the 
pro-cyclical aspect of regulation. One obvi- 
ous candidate is to force higher capital 
charges on assets where the assets them- 
selves or their underlying collateral value 
moves outside some historical range rela- 
tive to a risk-free benchmark. For assets 
that are innovative and, hence, would have 
no historical range, one could impose esca- 
lating risk weights as the magnitude of the 
assets became appreciable in the financial 
system as a whole. 

The flip-side of imposing tighter pru- 
dential standards is allowing for looser 
standards during periods of bust. At pres- 
ent the system works in a very ad hoc fash- 
ion that opens up regulators to criticism 
for favoritism or corruption. By legislating 
a system that is designed ex ante to be 
more counter-cyclical, the risk of boom/ 
bust cycles could be reduced, along, pos- 
sibly, with the need for ad hoc interven- 
tions in times of crisis. 

One oft-heard criticism, though, of 
moving to more countercyclical regula- 
tions, either explicitly beforehand or de 
facto during a crisis is that such actions en- 
gender moral hazard. This issue—the en- 
couragement to take risk because the 


downside is covered by a third party—is 
much in the news these days as the public 
balance sheet is used as part of work-outs. 
Skeptics argue that is a tragic use of public 
money that will only bring the next, bigger 
crisis nearer by divorcing decision-makers 
from the consequences of their decision. 
The problem here is not with the logic 
of moral hazard, but with the likely mag- 
nitude of its effect, especially when set 
against the distorting effects of overconfi- 
dence and panic. Does anyone seriously be- 
lieve that Bear Stearns piled into the risky 
business of collateralizing short-term lend- 
ing with cpos because they were going to 
be insured by the government on the last 
7% of the value of their shares? Or that AIG 
would repeat its headlong expansion into 
writing default protection because the 
firm’s value only fell 95% and the equity 
holders were only diluted four to one? 
There is an issue herein that neither AIG 
nor Bear Stearns paid any premiums either 
explicitly or implicitly through regulatory 
oversight by the Fed. In that sense they 
were protected. The problem, though, is 
that the extent of protection was so small 
relative to the losses suffered that the in- 
surance can hardly have been a material 
contributor to the build-up in risky posi- 
tions. Hence, opposing countercyclical reg- 
ulatory actions—bailouts, regulatory 
forbearance—in the belief this will make 
problems worse next time is misguided. 
As the credit crunch unfolds, markets 
will reassess and reform; many of the in- 
centive and information problems will be 
eliminated as market participants see the 
costs. Regulation will be altered, insur- 
ance programs reinforced. But the suscep- 
tibility to euphoria, to extrapolate 
excessively, will remain. A system that 
cuts the profitability of activities, especial- 
ly innovative ones as they become mate- 
rial is a must. So, too, is one that realizes 
the limits of market discipline and doesn’t 
brood excessively on moral hazard. Œ 


Bry FAR EASTERN ECONOMIC REVIEW <= November 2008 | 





INTERVIEW | 


Regina Ip, Convert 
To Democracy 


by Janis Foo 





HEN REGINA IP was Hong 
Kong’s secretary for secu- 
rity from 1998 to 2003, the 
press mocked her merci- 
lessly for her authoritari- 
an attitude and anachronistic hairstyle. 
Many observers credited her insensitive 
comments about the undesirability of full 
democracy with increasing the turnout for 
an antigovernment protest on July 1, 2003 
that attracted over a half a million march- 
ers. To add insult to injury, a comic book 
satirizing Ms. Ip as “Broomhead” made 
brisk sales in the territory. 

No longer. After resigning in 2003, Ms. 
Ip took time off to reposition herself politi- 
cally, getting a master’s degree in political 
science at Stanford University. She then re- 
turned to Hong Kong to set up the Savantas 
Policy Institute and was elected to the Leg- 
islative Council in September 2008 as an 
independent. She even updated her hair- 
style. In short order she has transformed 
herself from political pariah to a force to be 
reckoned with. 

Rushing into a conference room at the 
Savantas head office, Ms. Ip apologizes for 
being late. Since her election to LegCo, she 
has juggled a bloated schedule. Wearing a 
beige suit and a reserved smile, the petite 





58-year-old looks like a mild-mannered ta- 
itai, or housewife. Ms. Ip is anything but. 
Intelligent and experienced, she is not 
known to shy away from speaking her mind 
on the issues affecting Hong Kong. 

These days, most of her opinions con- 
cern the looming economic recession. The 
current financial crisis is “more frighten- 
ing, more scary than the Asian financial cri- 
sis or the SARS-inflicted crisis,” she says 
matter-of-factly. What’s more, Ms. Ip be- 
lieves that the economic crisis could have 
far-reaching implications for Hong Kong's 
current political system. 

Economic woes have bred a series of 
botched initiatives on the part of chief ex- 
ecutive Donald Tsang, which Ms. Ip insists 
is ultimately a product of Hong Kong’s un- 
democratic system. The only way forward 
for Hong Kong is complete democratiza- 
tion, Ms. Ip argues, and not for the first 
time. The economic downturn has only 
highlighted the urgency of this call. 

And what a downturn it is. Economic 
growth in the territory, which declined no- 
ticeably to 4.2% in the second quarter from 
7.3% during the first quarter, will likely 
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continue to shrink in the coming year. Un- 
employment in the city, which rose to 3.4% 
in September from 3.2% this summer, is ex- 
pected to reach 5% this year. Inflation is ex- 
pected to hover at around 5%, after reaching 
an ll-year high of 6.3% in February. Mean- 
while, the Hang Seng Index has moved like 
a rollercoaster, plummeting 12.7% on Oct. 
27—the biggest percentage drop since the 
Asian financial crisis of 1997. 

Ms. Ip remarks that confidence is a 
major concern in this bleak eco- 
nomic environment. According 
to polls conducted at the end of 
September, the consumer-con- 
fidence index has dropped 12.3 
percentage points to 66.1 since 
June, and more than 50% of 
those surveyed believed 
that the business environ- 
ment would sour, com- 
pared to 31% of those 
asked in June. 

As the economy takes 
a turn for the worse, 
many have looked to the 
government to intervene 
in a timely and decisive 
manner. Mr. Tsang promised to do just 
that in his annual policy speech on Oct. 15. 
Hongkongers, however, were unmoved by 
his words, and his approval ratings have 
continued to remain at record low levels. 
Only 23% of respondents to a survey con- 
ducted at the end of October said they 
were satisfied with the direction of Mr. 
Tsang’s policies. 

“His performance is slipping,” Ms. Ip 
warns, adding that there have been “major 
outcries” because of “major blunders.” And 
there is factual support for her claims. 

Case in point: Mr. Tsang’s ill-conceived 
plan to suspend the monthly levy for em- 
ployers of foreign domestic workers begin- 
ning Sept. l—part of an HK$11 billion 
economic relief package intended to stave 
off inflation earlier in the year. But because 
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the temporary waiver only applied to new 
hires, not to the 250,000 maids already 
working in the territory, both helpers and 
their agents were thrown into financial tur- 
moil, as employers decided to wait until 
September to hire domestic help, and oth- 
ers fired existing helpers in order to obtain 
new contracts. Overall, “the suspension 
caused a lot of administration problems and 
complaints from the public,” says Ms. Ip. 
Facing a political crisis after the 
initiative drew more opposition 
than expected, Mr. Tsang 
convened the Executive 
Council during its summer 
break to amend details of his 
plan. In the end, the Execu- 
tive Council decided to ad- 
vance the beginning of the 
suspension to Aug. 1 and 
waived the requirement 
that helpers return home 
in between contracts. 

The controversy still 
rages, and Ms. Ip is current- 
ly leading a campaign to 

abolish the levy permanent- 
ly. She’s surprised the govern- 
ment hasn’t gone ahead with completely 
scrapping the levy altogether, given the 
“clear public discontent over the matter.” 

Another political flashpoint was Mr. 
Tsang’s handling of the Old Age Allowance. 
Following his policy address, Mr. Tsang re- 
ceived damning criticism from welfare 
groups and political parties—including the 
Beijing-backed Democratic Alliance for the 
Betterment and Progress of Hong Kong 
(pAB)—who denounced his proposal to im- 
plement a means test for the allowance. Led 
by the DAB, more than 500 senior citizens 
marched to the LegCo building on Oct. 20 
to decry the proposed means test. 

But just nine days after Mr. Tsang un- 
veiled the original proposal, he announced 
that he would agree to increasing the al- 
lowance without a means test. Citing an 
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“overwhelmingly negative” reaction, the 
chief executive had concluded that the is- 
sue had become too “divisive.” 

The way Mr. Tsang handled this issue 
“reflects poor judgment,” says Ms. Ip. “He 
capitulated after the main party supporting 
him, the pas, made very clear that they 
couldn’t support it.” Ms. Ip is baffled by 
why he did not consult his closest political 
allies before unilaterally launching a means 
testing requirement. 

Although she seems to be able to pro- 
vide ample evidence of Mr. Tsang’s political 
incompetence, Ms. Ip is quick to clarify that 
these administrative blunders do not rep- 
resent a crisis of leadership. “It’s not his 
personal fault, you know?” she states re- 
peatedly throughout the interview. What is 
at fault, claims Ms, Ip, is the built-in limita- 
tion of Hong Kong’s “half-baked” democ- 
racy, in which the chief executive is not 
elected through a system of universal suf- 
frage. Hong Kong’s previous chief execu- 
tive, the unpopular Tung Chee-hwa, was 
also “stuck in the same rut,” she contends. 
The chief executive’s lack of popular man- 
date affects the leader’s credibility vis-a-vis 
both the legislators and the public. 

“It essentially boils down to who has 
better claim to representing the people,” 
says Ms. Ip. Because the Beijing govern- 
ment appoints the chief executive, he has a 
weaker mandate than the rest of us, she 
says. The inability to override opinions in 
the legislature is especially problematic for 
a government with a proportional repre- 
sentation system that ensures a fractious 
population in LegCo—one that doesn’t 
agree on very much except that they don’t 
support the Tsang administration. “People 
say that all legislative councilors are from 
the opposition party,” says David Wong, a 
Wanchai district councilor and a director 
at Ms. Ip’s Savantas think tank. He explains 
that since Mr. Tsang has no party affiliation 
and no vote in the legislature, every time he 
wants to pass a bill he has to lobby all mem- 


je resins ucruns uns merieerem fener eran et ren rd RR lf ft Al LRA AR RAF naaa aaam aaa a Amina 


PAAA AAA mra raana nA A A thier a ti al LALA AAEE ORE NEE pA LALLA UVTI ER Ara nrasane A APA RR ALP ATE vanana vn A PTE TA AAC PPI SH 


MIE ANH An LAL rin tin at A nirien e rir tetas iA i Rd eeu ieie ute te fie n manii SAA BUNA MAPA 


oe INTERVIEW o> 


LE am n m searen ere re re eee serra renee trite tert tht. ett aa: 


e—a 


bers of LegCo, even the Beijing-backed 
DAB. 

The current system impedes the gov- 
ernment’s ability to act decisively and effi- 
ciently, especially in a time of crisis. What 
happens is that “both the legislature and 
executive are jockeying for influence, for 
political mileage, for popularity, for influ- 
ence,” says Ms. Ip. The result is a lot of in- 
ternal squabbling and not a whole lot of 
policy innovation. 

The chief executive’s lack of direct pop- 
ular mandate also affects his credibility vis- 
à-vis the general public. Naturally, his 
credibility would be strengthened if he had 
broader direct popular mandate, Ms. Ip 
adds. She also believes that if Mr. Tsang had 
gone through the process of a democratic 
campaign—like she did—he may have been 
able to avoid some of his recent errors. 
Many of “the governance problems that 
have arisen in the last few months reflect 
an insufficient awareness of public opin- 
ion,” states Ms. Ip. The “hassles” of a demo- 
cratic campaign process—“campaign events 
every day, face-to-face contact with the 
people, facing queries from the media all 
the time”—force candidates to fine-tune 
their policies to make sure they are in line 
with public opinion. 

Beijing realizes this problem, Ms. Ip at- 
tests, which is why they have agreed to a 
timetable—an election of the chief execu- 
tive through universal suffrage by 2017, and 
the entire LegCo by 2020. Whether Beijing 
will follow through with this promise, how- 
ever, remains to be seen. Some of it will de- 
pend on how the Hong Kong government 
handles the current crisis. Alarms will 
sound in Beijing if Mr. Tsang’s popularity 
tumbles further and if public unrest esca- 
lates. But there’s a bright side. 

In many ways, the current challenges 
should be considered an opportunity for 
Mr. Tsang and politicians like Ms. Ip to 
show that democracy is ultimately in Hong 
Kong’s best interest. i | 


meena RH RR Et fn ert br RRR aan aana aaa annA hd tata 


Regina Ip, Convert to Democracy 


oo LAND REFORM so» 





China’s Land Reform: 
Speeding the Plough 


by Tom Orlik and Scott Rozelle 





OR CHINA’S 700 million 
strong rural population, 
the light of property rights 
may finally be appearing at 
the end the Communist- 
era tunnel. Thirty years of economic re- 
form have left the countryside significantly 
better off than before, but neither farmers 
nor migrants are yet able to participate ful- 
ly in the benefits of China’s ongoing mod- 
ernization. That may start to change if 
positive signals from China’s leaders trans- 
late into concrete policies for turning farm- 
ers’ contractual land-use rights into legal 
title to land. 

China’s peasant farmers, each tilling a 
fraction of a hectare, have a tough life. An 
average annual disposable income of 4,140 
yuan ($572) compares unfavorably to ur- 
ban net incomes of 13,786 yuan ($1,907), 
and the gap is widening. Under the current 
land-contracting system, there is still a 
barrier to achieving either a rapid improve- 
ment in standards of living on the farm, or 
an enterprising move to the big city. With- 
out formal legal title to their land, China’s 
peasant farmers cannot raise the money 
for, and have little incentive to invest in, 





soil testing, a tractor, or other productivity- 
enhancing technology. Neither can the ru- 
ral masses sell up and raise the funds 
necessary to set up shop on the urban East 
coast. For some, requisition of farmland by 
the government for industrial projects, for 
which the occupants are never adequately 
compensated, is a constant threat. Yan 
Junchang, a 67-year-old peasant farmer 
from a village in Anhui province, puts the 
problem succinctly: “If land rights are re- 
turned to us, we will have peace of mind, 
we can plan for the future. Without land 
rights, we will always feel troubled, always 
fear our land may be taken away.” 

China’s reform-era agricultural policies 
have been a striking success. With the right 
incentives in place, farmers have consis- 
tently increased supply to meet rising de- 
mand from a still growing population. But 
for the agricultural sector, the consequence 
of the current land-contracting system is 
productivity lower than where it could be. 
Millions of small farmers, laboring under 
uncertain conditions, are unable to raise 
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the level of their on-farm incomes and pro- 
duce less-than-optimal harvests. For soci- 
ety as a whole, the consequence is rural 
poverty, food prices that are higher than 
they need to be, and an increased risk of 
food-safety disasters. While no one is blam- 
ing the farming population, poisoned 
dumplings, tainted pet food, and—most re- 
cently—contaminated baby milk, are the 
natural consequences of a food chain with 
millions of small players, minimal trace- 
ability and zero accountability. 

Raising agricultural productivity and 
contributing to food safety are compelling 
arguments for land reform. Even more 
compelling, however, is the role that 
strengthened land rights could play in Chi- 
na’s transition to a modern, urban society. 
This transition is a work in progress: in un- 
precedented numbers, China’s rural labor- 
ers are streaming out of agriculture into the 
off-farm sector. Even the State Statistical 
Bureaw’s figures that 60% of the rural labor 
force (all of those aged between 18 and 65 
with a rural hukou) have already made the 
transition, disguise the magnitude of the 
labor transformation. A recent study by 
Stanford University, MIT and the Chinese 
Academy of Sciences found that when look- 
ing at younger cohorts of workers (those be- 
tween 16 and 35), there is virtually full 
employment, with most workers already 
working in the city. Those left in the coun- 
tryside are fully engaged as small business- 
men or are raising families. 

The labor transformation from agricul- 
ture to industry and services may be nearly 
complete, but China’s transition to a mod- 
ern, urban society is still far from over. 
There are virtually unlimited employment 
opportunities for young, able-bodied rural 
workers in China’s cities. But because they 
are unable to purchase a flat or afford a 
long-term lease on an apartment, and be- 
cause high entry costs and risks prohibit in- 
vestment in a small business, many rural 
workers subsist in the netherworld of urban 
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villages, suburban slums and cramped dor- 
mitories. For these unfortunates, work in 
the city has yet to transform into a life in 
the city. They are unable to launch into 
their new lives—lives that will necessarily 
be tough for them no matter what the cir- 
cumstances—but which will give hope for 
their children, who will be able to benefit 
from an urban education and entitlements. 
This transition, cementing the integration 
between rural and urban populations, is the 
missing piece of China’s development puz- 
zle and bringing it about is the most com- 
pelling argument for land reform. 

What role does rural land reform play? 
Securely under control of China’s rural 
families, land becomes an asset to produce 
a stream of income (by leasing it out) or a 
significant sum of cash (by selling it), 
which can help households finance the dif- 
ficult and expensive move to the city. Un- 
der the current system, poor land rights, 
which are a barrier to the straightforward 
and secure sale or leasing of rural land, is 
one of the major factors hindering the 
transition to a modern, urban society—a 
transition that all successful developing 
countries go through. 

The argument for land reform appears 
compelling. In early October, speaking to a 
gathering in Yan Junchang’s village, Presi- 
dent Hu Jintao seemed to recognize as 
much, promising long-term stability in land 
contracts, and legally enforceable land 
rights for farmers. Reports following the 
recent meeting of Communist Party leaders 
appeared to confirm that the government 
would press ahead with reforms, aiming to 
“construct a healthy market for the transfer 
of land-contract rights ... based on the 
principles of legality, free will and adequate 
compensation for the peasants.” The first 
land use rights exchange has been estab- 
lished in Chengdu, Sichuan province, to al- 
low farmers to sell or rent out the rights to 
use their land. Thirty years after Deng 
Xiaoping’s agricultural reforms opened the 
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door to increased harvests and higher stan- 
dards of living for China’s peasants, China’s 
fourth generation of leaders appears to 
have bitten the land-reform bullet. But 
there is more to be done to make a rural- 
reality of the government’s high-level com- 
mitment to land reform—a process that is 
under intense debate in Beijing today. 

First, in the absence of a land registry, a 
thorough survey is required. Establishing a 
public record of the extent and ownership 
of land will be no easy 
task. With 200 million 
farming families, each 
tilling on average five 
plots of land, there are 
around one billion plots 
to be demarcated. With 
multiple local boundary 
changes over the past 30 
years, informal agree- 
ments on land sharing and leasing, and ra- 
pacious local officials conducting the 
survey, the scope for disputes and rent- 
seeking behavior is immense. 

Second, on the basis of the completed 
survey, the government will have to issue 
binding contracts (or land titles) to the 
households. The new policy directives are 
clear on how to do this: new titled con- 
tracts are supposed to be allocated accord- 
ing to the current distribution of use right 
(which for most villages took place in the 
late 1990s in the form of 30 year contracts). 
However, if as it appears, this is the last 
and final redistribution of land among 
households, there will be intense pressure 
on village leaders to find an equitable solu- 
tion and not leave any current households 
out (or give some households more than 
others). Many villages are considering the 
possibility of again redividing the land ac- 
cording to some egalitarian rule—probably 
equal division amongst households. 

Third, and the most important priority 
at this stage, is a change in the law. Under 
the current system, farmers collective land 
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rights are inferior to state land rights and 
subservient to them. In effect, this allows 
any level of authorized government to ac- 
quire land by taking the collective land 
and converting it by executive fiat into 
state land. Throw greedy developers and 
rent-seeking local officials into the mix, 
and the result is a helter-skelter develop- 
ment process: ill-conceived urban sprawl 
built on the backs of dispossessed peasant 
farmers. The key to resolving this cluster 
of problems is to make 
title to land the prima- 
ry proof of ownership. 
Ifthis were the case, no 
freeway, or residential 
development, or indus- 
trial park could be built 
on land till all the land 
title certificates had 
been brought up and 
transferred to the new owner’s (or govern- 
ment’s) name. Where, in the past, the peas- 
ant farmer was tossed aside by the 
development juggernaut, this new system 
would give them a substantial stake in the 
process, and the capacity to negotiate for 
a share in the profits that flow from it. 

Finally, rules of ownership must be 
agreed and announced. In particular, Mr. 
Hu’s ambiguous assurance of “long-term” 
stability in land-use rights must morph 
into a concrete commitment. Fifty-year 
land use rights, 100-year rights, or indefi- 
nite rights (as is the case in Vietnam) are 
all possibilities. In addition, to work effec- 
tively the new system will have to intro- 
duce clarity regarding the procedures for 
sales of land, leasing of land, the use of land 
as collateral, and the bequeathing of land 
to children, the village, or anyone else. 

All of these pieces need to be in place to 
make land reform work. In Vietnam, the 
survey and division of land alone took 15 
years to complete. In China, rapid agree- 
ment on a change in the law and rules of 
ownership would line all parties up behind 
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the need for more rapid completion of the 
package of reforms. Even so, it is clear that 
the road ahead is long. The devil of policies 
announced with a fanfare in Beijing is al- 
ways in the detail of implementation at the 
provincial and, in this case, village level. 

The final outcome is not yet completely 
certain; this is one of the reasons why the 
initial policy pronouncement was not clear- 
er. There are powerful interests ranged 
against reform, Local government, indus- 
trial ministries, and the construction and 
property development sectors all have a 
stake in the status quo. Development and 
career-minded local officials know that 
land reform may slow the process of acqui- 
sition of land for industrial projects. Con- 
struction companies and property 
developers, many of whom have strong 
links to the government in Beijing, know 
that reform will drive up the cost of acquir- 
ing land. At the same time, there is also the 
fear that a small number of ill educated and 
credulous peasants will be duped into sell- 
ing their land for a song, forming a new 
landless and impoverished underclass. 

Perhaps more realistic, there is a risk 
that a much larger group of peasants would 
sell their land at reasonable prices but 
would be thrown into landless poverty by 
the first serious recession. In the past, this 
combination of political economy con- 
straints and genuine concern for farmers’ 
future well-being won the argument against 
land reform. Reading the signs in the Chi- 
nese press, and the statements from gov- 
ernment insiders, it is still not completely 
clear who has won this round of the reform 
battle. But for reformists in the govern- 
ment, the hope is that this time the stars are 
aligned in their favor: in terms of economic 
development and agricultural productivity, 
the time is right for land reform. 

Land reform would give farmers a valu- 
able asset they can collateralize or sell to 
finance a move to the city. A low-cost urban 
housing program introduced alongside land 


reform would allow Mr. Yan, or perhaps his 
children, and others like them, to sell their 
plot of land in the village in Anhui province 
and move to a housing development in He- 
fei—the provincial capital. Permanent mi- 
gration, with capital to fall back on, and 
perhaps even some entitlement to the ben- 
efits of urban citizenship, would strengthen 
migrants’ position in the labor market. 
More important, it would mean that mi- 
grants’ children will grow up with an urban 
education—and the opportunities and aspi- 
rations that brings with it. 

In the long run, one of the most funda- 
mental consequences of the newly proposed 
“third land reform” will be the reshaping of 
China’s agriculture into a modern sector 
with farmers that are able to produce high 
enough incomes to support their families 
comfortably. A successful land-reform pol- 
icy will also support an agricultural sector 
able to produce sufficient supplies of safe 
food for the hundreds of millions of their 
compatriots that live in the city. 

This will not happen quickly or seam- 
lessly. Land reform will not bring the same 
step-change in harvests that followed the 
green revolution of the 1970s or the intro- 
duction of the household responsibility sys- 
tem in the early 1980s. Farmers will be 
reluctant to sell. Farm households are small, 
poor and risk adverse; owning land is a big 
part of their risk management strategy and 
no one will sell their land without a great 
deal of thought. Increasing the size of farms 
is, therefore, going to be a slow process. 

Since the beginning of the reform era, 
innovation in land use and agricultural 
technology has enabled China to confound 
expectations and consistently increase 
food supply to meet growing demand. 
Land reform will speed the plough of con- 
solidation and modernization in the agri- 
cultural sector, and at the same time do 
more than any other policy to improve the 
standard of living for China’s 700 million 
rural population. ti 
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Asia’s Challenges 
For Obama 


by Brian P. Klein 





HE OBAMA administration 
will come into office at a 
time of relative calm in 
East Asia. Cross-Strait re- 
lations are at a high point, 
territorial issues between China and Viet- 
nam are being addressed amicably and Ja- 
pan-China relations are progressing 
smoothly with reciprocal military ports of 
call and strong trade ties. 

Against this favorable backdrop lie sev- 
eral potential difficulties, including serious 
concerns over North Korean leadership 
succession, the affects of a broad and 
lengthy global economic downturn and the 
risks inherent in China’s next economic 
stage of development. Countries in the re- 
gion are looking for expanded involvement 
by the United States in regional economic 
integration and security. The U.S.-Japan re- 
lations may need some bolstering after a 
minor rift in handling the abduction issue 
while removing North Korea from the state 
sponsors of terrorism list. 

Here are some of the top Asia issues 
President-elect Barack Obama will likely 
face early in his administration. 

& Economic Crisis in Asia. The eco- 





nomic crisis is going to get worse before it 
gets better, and Asia is clearly not immune 
to the downturn. Interdependency has be- 
come a hallmark of globalization and over 
half of developing Asia’s exports are pur- 
chased in the United States, the European 
Union, China, and Japan all of which are 
now caught in the economic undertow. 

More than $60 billion has already been 
offered by the U.S. to South Korea and Sin- 
gapore to help with the immediate 
dollar-loss shock of fluctuating currencies 
and economic slowdown. More countries 
will be seeking help in the months after 
inauguration day as the full implications 
of a dour holiday sales season shows up in 
end-of-year figures. 

To further compound these difficul- 
ties, it is increasingly doubtful that China’s 
domestic demand will compensate for its 
dramatically falling exports. This will fur- 
ther drag down much of Southeast Asia 
which provided raw material imports for 
much of China’s manufacturing base. 

Tens of billions of dollars will be needed 
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to assist the region as the funds of the In- 
ternational Monetary Fund are rapidly de- 
pleted offering financing to countries across 
the world from Iceland to Pakistan. This 
poses several policy issues for greater U.S. 
support of the region. If bailout fatigue has 
not set in, the U.S. could continue funding 
individual requests for aid on a country-by- 
country basis as well as add significant 
sums to a new IMF fund. However, a severe 
economic recession in the U.S. compound- 
ed by already high debt levels and declining 
tax revenue may significantly hinder more 
robust American engagement. 

æ = China’s Economic Transformation. 
As China-Taiwan bilateral relations contin- 
ue to improve, the main concern in the ear- 
ly part of the Obama administration is 
likely to be China’s adjustment to a new 
economic model—favoring higher value- 
added manufacturing and less dependency 
on low-end production such as toys, gar- 
ments and shoes. Ifthe economic slowdown 
turns into a more sustained recession, Chi- 
na will be facing a drastically shrinking ex- 
port market that may significantly alter the 
contours of its domestic economy. 

This would be the first time in China’s 
modern economic history that its leaders 
have to navigate a global downturn with a 
primarily export-oriented development 
strategy. The risk of social unrest should 
not be exaggerated, but it is real. Party le- 
gitimacy is predicated on the ability of 
Beijing to deliver continually improving 
economic returns on rising expectations. 

The social fabric of modern China is 
permeated with potential fault lines. Ifthe 
divisions between rich and poor continue 
to expand, the ranks of unemployed con- 
tinue to grow, and the fiscal and monetary 
stimulus plan results primarily in re-in- 
flating the housing bubble, China’s domes- 
tic economy may have some very difficult 
years ahead. Because there are so many 
unaddressed grievances and the rule of 


law is still mostly an artifice (though there 
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are many forward leaning bureaucrats 
who would like to see the legal system giv- 
en the power it deserves), there is real po- 
tential for very local issues to explode into 
wider demonstrations. 

Inthe U.S., greater control of Congress 
by the Democrats will likely result in a 
higher profile for human-rights issues and 
unfair trade practices. President-elect 
Obama’s ability to navigate this fine line 
between public censuring and construc- 
tive engagement will determine the suc- 
cess of what is clearly a long-term pivotal 
relationship with China. 

æ North Korea. One of the most serious 
regional crises to occur would be a political 
vacuum and economic collapse in North 
Korea, as Kim Jong Il’s mysterious health 
problem worsens. Infighting among mili- 
tary leaders and close political advisors, ab- 
sent a clear succession plan for the dynastic 
regime, seems inevitable. It is highly un- 
likely that the general populace, poor and 
hungry, would rise up in any organized 
fashion during this transitional period. 

If leadership in North Korea does 
change there will be concerns over secur- 
ing potential nuclear material and the pos- 
ture of the D.P.R.K. military towards South 
Korea and U.S. troops stationed there. 
Enormous demands will be created for 
economic assistance, regional coordina- 
tion and by potential refugee flows (most 
likely north through the porous Chinese 
border). 

In the early stages of transition the type 
of leadership that emerges in the D.P.R.K.— 
military strongman, council of advisors, or 
weak hereditary figurehead in the form of 
one of Mr. Kim’s sons will matter far less 
than achieving short-term stability. All par- 
ties will want a more prosperous North be- 
fore reunification, reducing the burden on 
South Korea’s economy and easing the ef- 
fects of the jarring psychological transition 
away from decades of ideological leader- 
ship for North Koreans. 
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Absent immediate crisis—and it is quite 
possible that Mr. Kim could serve as nom- 
inal figurehead for quite some time even 
with diminished capacity—the Obama ad- 
ministration will have some leeway in pur- 
suing a deal with North Korea absent the 
influence of U.S. hard-line elements that 
have influenced recent negotiations. 

This political reality would, for exam- 
ple, make establishing an interest section in 
Pyongyang to open direct lines of commu- 
nication and facilitate 
visas for official travel to 
the U.S., far easier. Such 
a move would send an 
unequivocal sign to the 
current North Korean 
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tion of relations with the U.S. for power 
holders in Pyongyang and an eventual 
emergent middle class should not be un- 
derestimated. 

Ææ Regional Integration. Greater eco- 
nomic integration in Asia has been a long 
sought after, but as yet unrealized goal of 
many in the region. While the difficulties 
are substantial and the specific economic 
benefits for free trade agreements as yet 
unclear it is an area ripe for greater U.S. 
involvement. With an 
Obama administration 
and stronger Demo- 
cratic control of Con- 
gress environmental 
and labor issues will be 
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but a final peace. Establishing an interest 
section is neither reward for North Korean 
intransigence nor giving up leverage over 
denuclearization talks. It is a pragmatic 
step to facilitate discussions. 

There should, however, be a serious de- 
gree of skepticism accompanying any deal- 
ings with North Korea. The recent denial 
of over-flight rights by India for a North 
Korean plane bound for Iran is yet anoth- 
er example of suspicious D.P.R.K. activity. 
This duplicity makes negotiations ever 
more difficult, reinforcing concerns that 
the D.P.R.K. may try to cheat the system. 

Despite this concern, there is an his- 
toric opportunity for President-elect 
Obama to cautiously engage the D.P.R.K. 
and achieve peace on the peninsula within 
his four-year term. Mr. Kim will increas- 
ingly have legacy issues on his mind. Rec- 
ognizing that the nuclear threat gets the 
attention of the West, he has deftly used 
this bargaining chip to his advantage. It 
should not, however be considered his 
endgame. The incentive of immense 
wealth creation from eventual normaliza- 


Free trade and economic partnership 
agreements have proliferated as the Doha 
round of negotiations stalled and later 
failed. China has completed an FTA in 
goods and services with the 10 members 
of the Association of Southeast Asian Na- 
tions and expectations are high that the 
final section on investment will be con- 
cluded sometime soon. Japan too has com- 
pleted negotiations with Asean and the 
race is on for both in their pursuit of other 
countries in the region. 

Strong correlations between these 
agreements and an actual increase in eco- 
nomic activity are difficult to establish. 
Controversial agricultural sectors as well 
as comprehensive coverage of services 
and investment are often passed over in 
order to reach agreement. However, the 
political dimensions of forging stronger 
ties are not insignificant. 

It is highly likely that a proposal for a 
free trade agreement of the Asia Pacific, 
an idea that has circulated for years, will 
once again be brought to the attention of 
Asia-Pacific Economic Cooperation mem- 
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ber countries. While such an agreement 
would take years to work through, further 
U.S. involvement in regional integration is 
especially important. 

Part of the problem lies with overlap- 
ping bureaucracies. Asean and APEC cover 
widely varying geography and issues. Ab- 
sent a unifying organization that brings 
economic issues under one roof, the coun- 
tries of Asia will continue to fend for them- 
selves in the midst of a global economic 
downturn. 

Leadership, or the lack thereof, is also 
hindering integration. The proliferation of 
bilateral trade agreements is fostering an 
escalatory environment in which Asian 
countries rush to negotiate partial deals in 
the hopes of besting their neighbors. The 
free flow of goods and services moving 
seamlessly from one end of the region to 
the other certainly has strategic advantag- 
es. Early in the Obama administration 
there will be ample opportunity to further 
a more broad-based approach to regional 
integration. 

# The U.S.-Japan Alliance. Hairline 
cracks in the relationship have appeared 
over delisting North Korea from the State 
sponsors of terrorism list before the issue 
of kidnapped Japanese citizens had been 
resolved. Some interpret this as an aban- 
donment of formerly close U.S.-Japan ties 
causing some concern over the strength of 
this relationship. 

There are also concerns that the Obama 
administration will favor China and the 
allure of its enormous potential market 
over Japan, although this sentiment is 
hard to pin down to specific policy impli- 
cations. Some of these fears seem mis- 
placed as Chinese military opacity 
continues to cause concern in Washington. 
Similarly both countries share many of the 
same economic concerns vis-a-vis China 
including protection of intellectual prop- 
erty rights, rule of law, market access, cli- 
mate change, pollution and food-safety 
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issues. Further U.S. engagement with Chi- 
na on these issues helps Japan. 

Despite what may appear to the U.S. as 
unnecessary Japanese concern over weak- 
ening ties, President-elect Obama should 
make clear, early and often, that the U.S.- 
Japan alliance serves as the cornerstone of 
Washington’s relations with Asia. To this 
end the President’s first stop in the region 
should be Tokyo. A U.S.-Japan FTA nego- 
tiation could be introduced even though 
discussions of agricultural issues will be 
difficult. The Obama administration could 
also support, in whatever way it can, the 
establishment of a committee to resolve 
Japanese kidnapping issues akin to the 
POW-MIA liaison capacity that exists be- 
tween North Korea and the U.S. 


A Concluding Thought 


LEADERSHIP BY EXAMPLE, rather than by 
caveat has been a valued and time-tested 
approach to successfully resolving interna- 
tional tensions. There may be times when 
the U.S. has to go it alone to protect vital 
national security interests. Fortunately 
most of the issues in Southeast and East 
Asia have multilateral solutions. A nuanced, 
tailored approach to Asia has a far better 
chance of realizing tangible results in this 
environment. This may mean avoiding the 
temptations to openly criticize govern- 
ments before making serious attempts to 
address issues through quiet diplomacy— 
an approach that does not feed the imme- 
diacy of an ever- shortening news cycle. 
President-elect Obama, by successful- 
ly unifying the U.S. across racial, reli- 
gious, ethnic and gender lines to win an 
historic election is perhaps best posi- 
tioned to use his unifying presence to 
solve some of the most intractable prob- 
lems facing the region. The result of his 
influence may well be equally historic and 
positive changes throughout Asia over the 
next four years. Li 
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A Chance to Build 
On Taiwan’s Progress 


by Paul Wolfowitz 





ELATIONS WITH THE Peo- 
ple’s Republic of China will 
inevitably be one of the top 
foreign-policy concerns of 
the next U.S. administra- 
tion, and not only for President Barack 
Obama and his secretary of state, but for 
the secretary of the treasury as well. One 
of the subjects that is certain to come up 
as anew administration thinks about its 
relations with China will be Taiwan. 

Taiwan is also important in its own 
right. It is among the 25 largest economies 
in the world, bigger than Saudi Arabia, 
South Africa, Egypt, Israel, Singapore or 
Malaysia, to name a few. And it has also 
become one of the most successful new de- 
mocracies in the world after a peaceful 
transition from dictatorship in the late 
1980s and early ’90s. 

Yet, neither the new president nor his 
secretary of state nor many other senior 
U.S. officials will visit Taiwan, for one sim- 
ple reason: Since the U.S. recognition of 
the People’s Republic of China in 1979, U.S. 
relations with Taiwan have been “unoffi- 
cial.” These unofficial relations have in- 
cluded very close commercial, cultural 





and even security relations, including po- 
litical contacts at lower levels, particular- 
ly through the American Institute in 
Taiwan in Taipei and the Taipei Econom- 
ic and Cultural Representative Office in 
Washington. This is, to say the least, an 
unusual way to manage relations with an 
entity as important as Taiwan, but it has 
worked remarkably well over a period of 
almost three decades, although the unof- 
ficial relationship should be deepened. 

Some officials in the new U.S. admin- 
istration—like some of their predeces- 
sors—will likely view this important but 
unofficial relationship as burdensome and 
wish that it would go away, particularly af- 
ter they receive the usual litany of com- 
plaints from Chinese diplomats. But the 
issue of Taiwan is not going to go away, 
and American officials and diplomats 
should recognize that the relationship 
with Taiwan provides not only challenges 
but enormous opportunities. 

Taiwan has the misfortune of being 
strategically located. Being strategically 
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located means having difficult—or at least 
powerful—neighbors. It is much more 
comfortable to be located in a quiet neigh- 
borhood. But it is our good fortune that 
Taiwan, though it is so close to China, has 
managed in the last 40 years to become not 
only a spectacular economic success story 
but a kind of political miracle as well. 

Taiwan’s spectacular economic prog- 
ress over the last half century has not only 
brought prosperity for the people of Taiwan 
but has had an influence far beyond that is- 
land. Although the scale of mainland Chi- 
na’s economic success in the last 25 years 
has overshadowed Taiwan’s, Taiwan’s 
progress—and that of Asia’s other “little ti- 
gers,” South Korea, Hong Kong and Singa- 
pore—started much earlier and indeed 
helped to inspire economic reforms on the 
mainland. When Chinese decision-makers 
could see that people with similar cultural 
heritages and, in the cases of South Korea 
and Singapore, similar tragic histories of 
colonial occupation and Japanese invasion 
could succeed economically, they were 
forced to confront the fact that China’s con- 
tinued poverty was the result of its radical 
collectivist policies. 

This empowered Deng Xiaoping to un- 
dertake the historic economic reforms that 
have transformed China and have enabled 
hundreds of millions of Chinese to escape 
poverty. Taiwanese entrepreneurs directly 
contributed to China’s success by bringing 
investments and know-how to the main- 
land. And China’s success, in turn, has in- 
spired reforms in India and other 
developing countries that are now consid- 
ered “emerging markets” rather than “less 
developed countries.” 

More recently, in a quieter and more 
subtle, but no less important, fashion, Tai- 
wan has undergone a political transforma- 
tion that may eventually have an equally 
broad influence. With the death of its last 
dictatorial president, Chiang Ching-kuo— 
who in fact prepared the way—Taiwan un- 


derwent a peaceful democratic transition. 
The recent election of President Ma Ying- 
jeou marks the fourth successive demo- 
cratic election of Taiwan’s president, and 
the second time the opposition party has 
won the elections. It is a demonstration 
that Taiwan’s democratic institutions are 
achieving real solidity and maturity. 

These developments have not gone un- 
observed on the mainland. During the vote 
counting in Taiwan’s most recent election, 
mainland Chinese were reportedly glued 
to their televisions and one mainland com- 
mentator said “We are all Taiwanese now.” 
This intense interest arises partly because 
relations with the mainland were one of 
the central issues in Taiwan’s presidential 
campaign. But the fact that such a critical 
foreign-policy issue could be debated 
openly and resolved in a democratic fash- 
ion must have made an impression—even 
among those who argue that democracy is 
somehow alien to Chinese (or Asian) val- 
ues and culture. 

Taiwan’s democratic transition has not 
only benefited the people of Taiwan; it has 
also been a critical element in generating 
American support for Taiwan. When the 
democratic transition began in Taiwan, 
there was a significant and positive change 
in the attitudes of members of Congress 
and the American public more broadly. 
American support for Taiwan no longer 
rested on outdated attachments going back 
to Chiang Kai-shek but on the fact that 
Taiwan’s freedom was empowering its 
people to make extraordinary political as 
well as economic progress. It is important 
to pass that message to the Obama admin- 
istration. The people of Taiwan are work- 
ing on one of history’s great experiments 
of building a democratic country in a Chi- 
nese culture, and the U.S. should do every- 
thing it possibly can to support that. 

Following Tatwan’s presidential elec- 
tions this spring, there has been another 
new and important development. Taiwan’s 
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new President Ma Ying-jeou has moved 
quickly to improve relations with the main- 
land, including opening up direct flights be- 
tween China and Taiwan for the first time, 
opening Taiwan to mainland tourists, and 
easing restrictions on Taiwan investment 
on the mainland. Improved relations with 
the mainland not only reduce the chances 
of conflict, but it also strengthens the U.S.- 
Taiwan relationship. This is particularly 
important with a new U.S. administration 
and anew team of policy 
makers about to come 
into office. 

Over the past several 
years, the Bush admin- 
istration has felt that 
Taiwan created unnec- 
essary problems, which 
adversely affected U.S. 
dealings with Taipei. It 
is in Taiwan’s interest to continue reducing 
cross-Strait tensions—not only as a worthy 
goal of itself, but because it strengthens 
Taiwan’s position in Washington and 
strengthens the U.S. commitment to Tai- 
wan’s security. 

That commitment is as important as 
ever, particularly since the warming of 
cross-Strait relations has so far not led to 
any reduction in the build-up of Chinese 
military forces, including hundreds of sur- 
face to surface missiles, threatening Tai- 
wan. The recent approval of a substantial 
package of arms sales to Taiwan is valu- 
able for the military capability that it will 
bring and equally for the signal that it 
sends to both sides of U.S. commitment to 
Taiwan’s security. Unfortunately, the Bush 
administration has left the issue of Tai- 
wan’s request for F-l6s—which Taiwan 
needs to maintain the capability of its air 
defenses—to the next administration. 

While preserving peace in the Taiwan 
Strait must be a paramount objective for 
any U.S. administration, it is also impor- 
tant for the Obama team to recognize that 
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reducing tensions is only part of the an- 
swer. The U.S. must remain firmly op- 
posed both to the use or threat of force by 
China and to any attempt by Taiwan to de- 
clare de jure independence. This requires 
patience and perseverance, and firmness 
in the face of Chinese objections to the 
sale even of defensive arms to Taiwan. 
This is the best way to preserve peace and 
to provide the people and government of 
Taiwan with the confidence that they 
need to be able to con- 
tinue to seek improved 
relations with the 
mainland. Hopefully, 
the Obama administra- 
tion will give President 
Ma the support he has 
earned by his bold ef- 
forts to improve cross- 
Strait relations. 

It would also help if the P.R.C. would 
be more responsive to Taiwan’s desire for 
greater international space. But the peo- 
ple of Taiwan also should recognize that 
participation in multilateral organiza- 
tions—as reasonable as it is for them to 
seek it—is far less valuable than attracting 
tourists and businesspeople to Taiwan. 
And that strategy doesn’t require the 
P.R.C.’s approval. 

To that end, Taiwan might consider set- 
ting for itself the ambition of becoming the 
most business-friendly place in Asia. After 
all, Taiwan has abundant competitive ad- 
vantages to build on—it is a democracy, it 
has freedom, it has increasing openness 
and transparency, it has strong intellectual 
property protection. If Taipei set about re- 
moving obstacles to doing business, Tai- 
wan could become a particularly attractive 
investment destination—particularly for 
American companies wanting to take ad- 
vantage of the opportunities presented by 
improved cross-Strait relations. 

This may seem too ambitious a task at 
a time when Taiwan, like the rest of Asia, 


yarns attra nlite eter SITTER A el te A TTT TESTE LAA LARRY ith riot Statin Reta nnn Bre 


ae 


Anmane imammaat Ae 


is coming face-to-face with a serious glob- 
al recession. But boldness will help Tai- 
wan to emerge more quickly from the 
current downturn. 

The Ma administration should try to 
move swiftly to clean up the Taiwan regu- 
latory morass and improve the investment 
climate. Reform of the Taiwan economy 
will have a positive impact on the econom- 
ic welfare of Taiwan citizens, as well as on 
attracting foreign investments. 

Taiwan’s energy market is just one ex- 
ample of a sector needing reform. Foreign 
investors do not look favorably on an envi- 
ronment where there are major questions 
about the reliability and diversity of elec- 
tricity supply. Sectors like energy are go- 
ing to require a significant reduction in the 
heavy hand of the state. 

A second example is the restrictions on 
technology investments in China. While 
the Ma administration has moved forward 
to modernize its semiconductor invest- 
ment guidelines, Taipei still needs to move 
away from restrictions that are focused on 
outdated technology and base future in- 
vestment guidelines on an efficient export 
control regime. 

A third example concerns the Agree- 
ment on Government Procurement under 
the wro. Taiwan’s participation in that 
agreement at the earliest possible date is 
likely to make execution of a number of 
initiatives more successful, including the 
i-Taiwan initiative. There are some chal- 
lenges in shepherding Taiwan’s accession, 
but the Taiwan government should place 
a high priority on this effort so that Tai- 
wan can accede as soon as possible. 

Also in the area of trade, a fourth ex- 
ample concerns an FTA with the U.S. The 
atmosphere in the United States for any 
further free trade agreements is bleak and 
it is likely that the American elections will 
produce a Congress that is even less friend- 
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ly to free trade agreements than the pres- 
ent one. While Taiwan should continue to 
advocate for an FTA, Taipei should also 
work on advancing the Trade and Invest- 
ment Framework Agreement, and try to 
resolve outstanding trade issues—includ- 
ing those surrounding American beef. 

Perhaps the most important thing Tai- 
wan could do to become more competitive 
is tax reform. President Ma seems to un- 
derstand the importance of reducing Tai- 
wan’s tax burden, even despite—or perhaps 
because of—the slowdown in the global 
economy. Recently his administration pro- 
posed cuts in the inheritance tax that 
should encourage savings and investment, 
as well as an increase in the standard de- 
duction on personal income taxes that will 
help ordinary taxpayers. Another thing 
his administration could do would be to 
reduce Taiwan’s corporate income tax 
rate; at 25% it is twice the rate of Ireland, 
asmall island on the other side of the world 
which managed to make itself a financial 
center for Europe. 

Taiwan is an incredible success story, 
and the more exposure the world has to 
that story, the more people will come to 
understand the uniqueness and impor- 
tance of Taiwan. It is a form of security 
expenditure to educate the world about 
the Taiwan economic and democratic mir- 
acle. The effort to educate opinion mak- 
ers—including Americans of all kinds, 
congressional staff, academics and busi- 
ness people—about Taiwan seems to be 
bearing fruit, as the Taiwan story that ba- 
sically sells itself once it is told. It is also a 
way to create more international space for 
Taiwan in an informal way. 

Taiwan continues to face challenges 
ahead, but there is no doubt that the peo- 
ple of Taiwan will continue to turn chal- 
lenges into opportunities as they have 
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Orissa Steel Project 
Tests India’s Mettle 


by Anurag Viswanath and Rebecca Catching 





HE SWELTERING HEAT and 
humidity does little to de- 
ter enthusiastic taxi driv- 
ers gathered outside 
Bhubaneswar airport, the 
capital of the eastern Indian state of Orissa. 
“Welcome to Orissa, Land of Investment!” 
our driver declares as he adjusts the rear- 
view mirror. Over the last decade, a slow 
investment trickle into the state has turned 
into a flood, and Orissa has cornered India’s 
single largest chunk of foreign direct in- 
vestment by any individual investor—a 
whopping $12 billion steel plant project by 
South Korean steelmaker posco. The deal 
should—in theory at least—be a dream for 
the state, which is one of India’s poorest 
with 40% of its 37 million people subsisting 
under the poverty line. 

Other investors are exploring possibil- 
ities—as the billboards lining the road from 
the airport attest. One of the many such col- 
orful advertisements lauds Tata Steel’s plan 
to pour “$8 billion more investment in Oris- 
sa,” while another proclaims metals giant 
Vedanta Alumina’s activities in “Partnering 
Orissa’s development.” 

Most of the investors are mining or steel 





companies scrambling fora slice of the 
mineral-rich state. Orissa is home to about 
a third of India’s high-grade iron-ore re- 
serves and rich in chromite, nickel, bauxite 
and coal. Yet, not all of the investment in 
the state is new. Tata Steel has been active 
here even before India’s independence in 
1947. The twist lies in the recent arrival of 
big league players, bringing in huge bucks 
for mega projects. Arcelor Mittal, the 
world’s largest steelmaker has pitched for 
a $9-billion, 12-million-ton per annum steel 
plant, and Vedanta Aluminum is investing 
$800 million for a 1.4-million-ton refinery. 

But the fortunes of posco though com- 
fortably ensconced in Bhubaneswar’s 
plush brand new glass masterpiece “For- 
tune Towers” are flailing—and the prom- 
ises both by the state government hell-bent 
on luring investors and by the investors 
themselves are blowing in the wind. posco 
is discovering that the lush-tropical, laid- 
back state best known for long afternoon 
siestas is hardly the investor’s paradise. 
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posco—the world’s fourth largest steel- 
maker—after Arcelor Mittal, Nippon Steel 
and JFE Holdings—signed a memorandum 
of understanding with the state govern- 
ment in June 2005 to build the steel plant 
by 2016; to lease a dedicated iron-ore mine 
with a capacity of 600 million tons for 30 
years; and to construct a captive port near 
the existing Paradip port on the Bay of 
Bengal. 

However, even though the project has 
been cleared by relevant authorities, it has 
yet to take off. As it happens, the ground- 
ed POSCO project is only one of the many 
contentious projects in the offing in India. 
The rosco fiasco, and other similar cases, 
have wider implications regarding future 
investment, both for the state and for India 
in general. 


A Million Mutinies 


ALL THIS RAISES the critical question as to 
why there has been such intense polariza- 
tion on the issue. In many ways, the Pos- 
co case reflects the war that is now being 
waged along fault lines that appear similar 
all across India—centered on the core is- 
sues of land acquisition and the role of the 
government. The posco project, like the 
high-profile Tata Motors project in neigh- 
boring West Bengal has attracted the same 
kind of opposing “people’s movement.” The 
car maker was supposed to produce the 
middle-class dream machine—the iconic 
Nano car, or the “one lakh” car, so called 
because of its affordable price tag of 
100,000 rupees, or $2,000. But Tata made 
an unceremonious exit in a blitzkrieg of 
controversy surrounding land acquisition 
and fair compensation to the landowners. 
Tata, considered an ethical company and 
perceived as nationalist in its endeavor to 
put India’s innovative ingenuity on the 
world map could not, despite overwhelm- 
ing sympathy, weather the storm of tension 
in West Bengal and has since relocated the 
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car plant site tothe more investment- 
friendly state of Gujarat. 

POSCO, neither an Indian company nor 
promising any innovation, has seemingly 
very little going for it in the eyes of its In- 
dian critics. In fact, the only thing it has 
produced so far is intense strife, with bat- 
tle-lines drawn between pro-Posco and 
anti-POSCO groups. Much of the conflict is 
due to POSCO’s appetite for land—a whop- 
ping 6,000 acres—an area approximately 
60 times the size of Beijing’s Tiananmen 
Square. Of this 4,000 acres have been for- 
mally “cleared” by the Orissa government 
for the steel complex. Posco also needs 
an additional 2,000 acres of land for two 
segregated townships—one Indian, the 
other Korean—that will provide housing, 
schooling and shopping facilities for em- 
ployees. ~ 

" The state government claims that it 
owns the land and that, of the total, only 
500 acres belongs to private owners. But 
the reality is that the government is em- 
broiled in a sticky dispute with the 20,000 
people living on the land, all of whom 
claim ownership. The land supports peo- 
ple subsisting on cashew plantations, betel 
leaf vines and fishing—and indeed some 
have even produced yellowing, moth eaten 
land-title deeds as proof. For these people, 
who know of no other way of life, the ac- 
quisition means a huge disruption in their 
culture, community and livelihood. They 
see land as irreplaceable security. On the 
other hand, the owners of the private land 
are largely unwilling to sell. posco says 
that the land it need is to be “reclaimed 
from the sea and is unfit for crops.” 

POSCO problems don’t end there. The is- 
sue of 600 metric tons of iron-ore from a 
captive mine to be allotted to Posco is also 
causing a huge outcry. “Posco’s motive is to 
plunder iron-ore...it has not come for Oris- 
sa’s progress,” says Dibakar Nayak, the 
Communist Party of India’s party secretary 
in the state. Under the terms of the Mou, 


Posco is allowed to “swap” (or export) 
high-alumina-content iron-ore from 
the mines and bringin (or import) an equiv- 
alent quantity of lower-alumina-content 
ore for blending. This “swap” quantity can- 
not exceed 30% of the total requirement an- 
nually. posco has further requested to 
export 400 metric tons of iron-ore, which 
they would source from other mines in the 
state. This swap of iron-ore is seen by many 
as an unfair loophole through which iron- 
ore can be exported out before the pro- 
posed steel plant is up in 2016. 

In addition, the royalties on the iron- 
ore that Posco will pay vary between 4 ru- 
pees ($0.10) to 27 rupees ($0.60) per ton. 
If the Korean company decides to sell the 
iron-ore in the market it will fetch a neat 
$51 per ton for 62% iron content lumps and 
$45 per ton for fines. Given these prevail- 
ing international prices, the agreed royal- 
ty levels are a pittance. That the royalties 
are fixed by an outdated Central Act does 
little to allay fears that the state has grant- 
ed Posco a big giveaway. 

Questions have also been raised about 
the true employment potential from the 
project; whether the project’s “multiprod- 
uct SEZ” status is justified; and whether 
posco really must have a captive port when 
nearby Paradip port is said by activists to 
have several berths available. 

“What is this development and for 
whom?” asks a bewildered Prafulla Sa- 
mantara of the Lok Abhiyan Samiti (Peo- 
ples Empowerment). “If mining at throw 
away prices constitutes development, then 
Keonjhar district which supplies 21% of 
India’s iron-ore would not have 62% peo- 
ple under the poverty line.” 


Behind the Scenes 


ADDING TO THE confusion is the behind- 
the-scenes political scenario at the state 
level. In India’s federal and pluralistic 
democratic milieu, the political dispensa- 
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tion and economic intent of constituent 
states carries a lot of weight. The current 
state level ruling party in Orissa, the Biju 
Janata Dal , pushed for the Posco project. 
The party is named after the charismatic 
nationalist Biju Patnaik, whose son Navin 
Patnaik is the state’s current chief minis- 
ter. Mr. Patnaik, a bachelor, appeared on 
the political horizon after his father’s 
death in 1997. While he had the “right 
genes” and came without the encumbranc- 
es of a trailing family, he lacked political 
experience. The Indian chatterati initially 
dismissed him as a socialite—friends with 
the “who’s-who” including Mick Jagger 
and the Kennedys—but who could not 
speak the local language, Oriya. 

With two electoral wins in a row, Mr. 
Patnaik has trumped critics. Articulate 
and polished, he is now perceived as pro- 
industry and pro-investment and has a 
squeaky clean image. But he is also re- 
garded as unable to decipher the intricate 
workings of the political maze at the local 
level and thus depends on questionable 
“back-room” thinkers, fighting their own 
battles and power games. The administra- 
tion is riddled with partisanship which 
often falls along casteist lines, with bu- 
reaucrats covertly taking different sides 
on the posco issue. 

The main opposition party at state level, 
the Congress, has oscillated on the posco 
project, while the ruling Congress at the 
federal level has been rooting for the proj- 
ect. Even the ruling Bharatiya Janata Par- 
ty (BJP), an ally of the Orissa’s ruling BJD, 
has been vacillating, leading observers to 
wonder if the two largest opposing political 
parties do not take a position, then there 
could be more than meets the eye. 

At the ground level at the slated posco 
steel plant site, tensions have been run- 
ning high for the last three years—with an 
ensuing stand-off between the state and 
anti-Posco groups. Of the three village 
units that come in the project area, two 
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are under the “control” of the state gov- 
ernment; the third, Dhinkia, is the bastion 
of an anti-POSCO movement, the posco 
Pratirodh Sangram Samiti (or the “Fight 
to Oppose Pposco”—ppPss). The state has 
curtailed supply of vegetables, milk and 
other staples to Dhinkia. ppss on the other 
hand, has blockaded the village denying 
entrance to outsiders. 

The recent arrest of the leader of the 
ppss movement, Abhay Sahoo, who is also 
cP! state leader, on 23 criminal charges just 
weeks ahead of a crucial government meet- 
ing to decide on the ex- 
act blocks of mines to be 
given to POSCO, has es- 
calated tensions in the 
area. The charges 
against Mr. Sahoo were 
vociferously refuted as 
“fabricated” by the CPI 
at a press conference on 
Oct. 17, 2008. 

Adding yet another twist to the plot is 
the spate of abductions, the bomb attacks 
and police barricades near the slated proj- 
ect site. Posco officials were abducted in 
two separate incidents this year—includ- 
ing an Indian female official and three 
South Koreans; a bomb attack also killed 
an anti-POSCO activist. Meanwhile, the 
move by 40 families from Dhinkia to a 
posco-funded transit house is seen as an 
attempt to infiltrate and break the ranks of 
the anti-Pposco movement. (Posco claims 
the families were “self-displaced.”) 


The Bigger Picture 


SO WHAT DOES all this mayhem in Orissa 
mean? Does it imply that Indian states, in- 
cluding Orissa, are averse to foreign invest- 
ment and that all investment projects will 
meet the same fate? Not quite. The people 
are not all against investment—including 
that by foreigners—per se, as much as 
against perceived concessions, which 
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[ The posco fiasco 


mirrors other cases 
across India involving 

land acquisition and 
the role of government. | 
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though legal, were given out according to 
outdated regulations, with the help of the 
state machinery. In that sense, some of the 
anger is genuine. 

Both the posco and the recently aban- 
doned Tata project, as well as the contro- 
versy over other large projects in India 
have brought into sharp focus the gaping 
loopholes in India’s antiquated regulatory 
system. The spate of violence and contro- 
versy in other places show that they are 
not isolated incidents, but attest to an in- 
creasing alienation of certain sections of 
the population. There 
are several others sim- 
mering in the back- 
ground—all of which 
involve land acquisi- 
tion and displacement. 

Tata’s $3 billion 
steel plant to be built 
over 2,400 acres of land 
in Orissa is also stalled. 
Local tribesmen are up in arms, and ten- 
sions led to 12 deaths in 2006. Similarly, 
Arcelor Mittal Steel’s $10 billion invest- 
ment for a steel plant in neighboring 
Jharkhand is currently embroiled in a con- 
tentious land acquisition of 11,000 
acres, while two projects by Vedanta are 
in limbo due to mounting protests over 
land acquisition. One involves a plan to 
build a private university on 8,000 acres of 
prime land in Orissa. It is the same story 
for the company’s $800-million bauxite- 
mining project where 1,700 acres of land 
is to be acquired—which will affect primi- 
tive tribesmen in the locality. 

This has also clearly brought home the 
need for rethinking on three topics. First, 
the issue of land laws and resettlement. 
Under the outdated 1894 Land Acquisition 
Act, the government can declare certain 
pockets of land as targets of compulsory 
land acquisition—and landowners have no 
option but to sell. Land owners have to sell 
at the average price fixed at the time of no- 
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tification. Inevitably, land prices go up 
once there is a corporate interest and land 
owners are justifiably sore that they not 
only have to sell against their wishes, but 
sell at unjustifiably low prices. This act 
was originally intended for projects of 
public interest such as highways and rail 
lines, but today is being used by states to 
lure investors, where the “public interest” 
factor is questionable. This is what has 
happened in the case of Tata Motors in 
West Bengal and the 
POSCO case in 
Orissa. Needless to say, 
India’s track record in 
rehabilitation and re- 
settlement is poor. 
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[ india’ growth has to 
be more than just 
giving away resources 


Trust of India recently as saying that his 
company is in direct talks with landowners 
and that such an approach is “much more 
effective than government acquisition.” 
An additional factor at play is the “ap- 
propriate” royalty posco and others should 
pay for the iron-ore. These “specific royal- 
ties” were fixed at between $0.10 and $0.60, 
in the 1950s when India was socialist and 
wanted to encourage domestic players. This 
rate is in accordance with the current Min- 
erals and Mines (Devel- 
opment and Regulation) 
Act 1957 applicable to 
both domestic and for- 
eign players. Observers 
point out that this regu- 


Second, is the issue and land at bargain- lation is also archaic— 
of the role of govern- . and there is a need to 
ment in land-acquisi- basement Prices. move to royalties ad va- 


tion for investment 

projects. Another of India’s systemic 
flaws—where real-estate transactions are 
undervalued due to high registration costs 
and stamp duties—works to skew prices in 
favors of the government and corpora- 
tions. The fine print of the POSCO Mou 
shows that the transferred government 
land was given at the prevailing 2001 In- 
dustrial Policy Resolution GPR) rate and 
the rest at the prevailing IPR 2007 rate— 
however, the current market prices are 
much higher. 

Thirdly, companies such as Tata and 
POSCO are unwilling to go directly to land- 
owners and buy land they need for their 
projects at market prices. Instead, they 
want to get land via the government’s com- 
pulsory acquisition process. Companies 
that have taken the route of direct negotia- 
tion have had no problems. Notable among 
them is Videocon which is acquiring land 
in West Bengal for a mega steel and power 
project. Mr. Venugopal Dhoot, managing 
director of Indian consumer-durable com- 
pany, Videocon, was quoted by the Press 
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lorem, i.e., aS a percent- 
age of international prices. In Orissa’s case, 
the state government has been crying itself 
hoarse, asking the central government to 
reform the act. 

India, with its explosive growth needs 
more investment, and will need to attract 
even more investment from local and over- 
seas investors. Perhaps India could take a 
lesson or two from China which has been 
flooded with rp1—and which has started 
the process of amendments in its land laws 
against the backdrop of rural unrest trig- 
gered by land alienation. India has to re- 
form some of its archaic laws so that they 
reflect the changing times and address the 
legitimate needs of stakeholders, especially 
the underprivileged whose land and liveli- 
hood is directly at stake. If India’s govern- 
ment is serious about living up to its current 
mantra of “inclusive growth,” then it needs 
to seek out investment deals that offer the 
investors a good reason to locate here. In- 
dia’s investment story has to be about more 
than just giving away resources and land at 
bargain-basement prices. = 
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Affirming Democracy 
As an Asian Value 


by Rana Siu Inboden 





N SEPT. 7, 2007, at the Asia- 
Pacific Economic Cooper- 
ation Summit in Sydney, 
U.S. President George W. 
Bush called for the forma- 
tion of anew regional organization in which 
“free nations will work together to support 
democratic values, strengthen democratic 
institutions, and assist those who are work- 
ing to build and sustain free societies across 
the Asia Pacific region.” Soon thereafter, 
Australia, Canada, India, Indonesia, Japan, 
Mongolia, New Zealand, the Philippines, 
South Korea, Thailand, the United States 
and East Timor joined together to form the 
Asia Pacific Democracy Partnership (APDP), 
Asia’s first regional democracy organiza- 
tion. While the Arpe is still in its infancy, its 
existence creates uncomfortable questions 
for authoritarian rulers in the region who 
claim that democracy, human rights and 
rule of law are “Western values” that are 
irrelevant to Asia. 

“The best thing that Arpe can achieve is 
the further consolidation and spread of 
these norms as ‘Asian values,” notes 
Georgetown University professor, Michael 
Green, who as senior director for Asian af- 





fairs at the National Security Council 
played a role in establishing the APDP. More- 
over, the appP could influence not just val- 
ues, but behavior as well. The maturing of 
democratic values in the region could shape 
the international conduct of Asia’s democ- 
racies as countries increasingly align their 
actions with their democratic identity. 
The spread of democratization in Asia, 
the geopolitics of the region, and remaining 
challenges to liberty underscore the value 
of an Asian caucus of nations anchored by 
democratic values. While Asia’s economic 
dynamism is manifest, and while it has seen 
numerous democratic transitions in recent 
years, including South Korea, Taiwan, and 
the Philippines in the 1980s, and Mongolia 
and Indonesia more recently, for the region 
these successes exist alongside acute chal- 
lenges. These include the relative weakness 
of multilateral institutions and regional ar- 
chitecture, the persistence of authoritari- 
anism in several regimes, and efforts by 
nations such as China and Vietnam to forge 
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a development model that delinks econom- 
ic growth from political liberalization. 

Meanwhile, Asia’s democracies are be- 
ginning to put greater emphasis on democ- 
racy promotion. Several established 
democracies also began explicitly linking 
the expansion of democracy in the region 
with regional stability and their own na- 
tional interests. According to a former U.S. 
government official who helped design the 
APDP, “Asia’s democracies began to see that 
the most reliable neighbors on a range of 
issues, from economics to the environment, 
were likely to be those with accountable 
governments and demo- 
cratic structures.” 

Alongside these pos- 
itive trends in Asia, the 
formation of a caucus of 
regional democracies 
committed to democrat- 
ic ideals has long been a 
U.S. foreign-policy goal. 
The Clinton administra- 
tion discussed the idea of a Center for Asian 
Democracy with India. Even before assum- 
ing office, in 1999 Mr. Bush began envision- 
ing such an organization. 

Despite the trend of Asian nations em- 
bracing democracy promotion, getting the 
Appp off the ground required significant 
U.S. leadership. Throughout 2007, the U.S. 
quietly approached several Asian democ- 
racies to gauge interest and solicit ideas on 
how to shape the appr. Initial reactions 
were mixed, ranging from enthusiasm to 
reticence. Most countries did not want to 
alienate China and voiced unease with any 
regional grouping that could be perceived 
as a power bloc targeted at China. India 
was ambivalent about how much of a stra- 
tegic presence it wanted to maintain in 
East Asia. Several countries also stressed 
that they did not want the initiative to be 
seen as merely an instrument of the U.S. 
At the same time, all appreciated the value 
in Asian democracies organizing them- 
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‘China is quietly 
unhappy about the 
APDP and has tried to 
pressure other 
countries not to join.’ | 
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selves on the basis of a common commit- 
ment to democratic ideals and actions. 

The appp gained momentum in, of all 
places, Mali. In November, 2007, Mali host- 
ed the Community of Democracies Minis- 
terial, and U.S. Deputy Secretary of State 
John Negroponte convened a side meeting 
with delegates from Asia-Pacific democra- 
cies. Following up on Mr. Bush’s APEC- 
speech two months earlier, Mr. 
Negroponte encouraged these nations to 
take the next steps in forming the APDP. 
They discussed a structure and action plan, 
and agreed that it should be set up as an in- 
formal partnership 
rather than a formal or- 
ganization. As a result, 
member countries are 
not bound by legal obli- 
gations or agreements. 
Rather the APDP is ac- 
tion-oriented, based on 
shared values and com- 
mon interests in pro- 
moting democracy through voluntary 
initiatives and specific programs. For ex- 
ample, the first formal APDP project was a 
joint mission to observe Mongolia’s parlia- 
mentary elections in June 2008. 

A governmental source close to the ini- 
tiative reports that the future activities be- 
ing considered by the appp include 
observing other upcoming elections in the 
region, including Bangladesh, Fiji and Mi- 
cronesia. And at the Senior Officials’ Meet- 
ing in Seoul at the end of October, delegates 
addressed substantive and organization is- 
sues, such as mandate, structure, member- 
ship criteria and future activities. Future 
projects are likely to include conducting 
election-observations, offering election-re- 
lated assistance, holding democracy-relat- 
ed workshops and training, and developing 
election-observation guidelines. The APDP 
is as much a resource for its own members 
as for nondemocracies. 

Over time, many would like to see the 
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APDP become a source of moral suasion for 
democratic values within the region, 
drawing semidemocracies closer to demo- 
cratic ideals and convincing nondemocra- 
cies of the benefits of political reform. 
Although the partnership is a long way 
from voting as a bloc on United Nations 
human-rights resolutions, with matura- 
tion and time the arpe could speak with a 
united voice on democracy and human- 
rights issues in Asia. 


Membership Criteria ` 


DEVELOPING CLEAR AND meaningful 
membership criteria will be one of the 
partnership’s first challenges. The APDP 
has not yet established clear guidelines to 
determine if a country qualifies as a de- 
mocracy. The arpe could look to the guide- 
lines used by the Community of 
Democracies and the European Union. 
Lack of rigorous membership criteria 
could hurt the appp’s credibility if soft au- 
thoritarian or semidemocratic countries 
are allowed to join. In some cases, mem- 
bership decisions appear to be arbitrary. 
While both the Philippines and Singapore 
are rated as “partly free” by Freedom 
House, the Philippines was invited to join 
while Singapore was not. Rigorous mem- 
bership criteria is important because APDP 
membership may itself be a democratizing 
force as countries that do not want to be 
kept out of the partnership undertake re- 
forms in order to join the APDP. 

Chee Soon Juan, an opposition figure 
and democracy activist in Singapore, notes 
that “as much as Singapore wants not to be 
pressured into political change, it craves 
the legitimacy in the eyes of the democrat- 
ic world, if only for trade purposes,” and 
that exclusion from the app? could be an 
effective way to urge democratic change 
in the country. “Singapore, more than any 
other autocratic country in Asia, can make 
that successful transition to democracy 


because it has all the ingredients neces- 
sary. This can only happen if the interna- 
tional community supports local groups to 
achieve this goal.” 

A lack of rigorous criteria could also 
complicate determining when democratic 
backsliding warrants asking an APDP mem- 
ber to withdraw. For example, if the cycle 
of military coups and the use of extracon- 
stitutional means to oust leaders continues, 
would Thailand be asked to leave the APDP? 
While the group seeks to restrict member- 
ship to democracies, it has tried to be inclu- 
sive by including some transitional 
countries to participate as observers. Thai- 
land was only invited to join the partner- 
ship once it ended military rule and 
returned to elected government. Malaysia, 
also rated “partly free” by Freedom House, 
was invited to participate in a recent Senior 
Officials’ Meeting in Seoul as an observer. 

Then there is the question of Taiwan. 
Although Taiwan has become increasing- 
ly active in democracy promotion, includ- 
ing establishing the Taiwan Foundation 
for Democracy, it has not yet been invited 
to join the Appr. The former U.S. official 
revealed that “there was a concern that 
bringing Taiwan into the partnership at 
the beginning would be perceived as hos- 
tile by China, cause the other participants 
to be squeamish, and kill the appp in its 
infancy.” Tatwan’s use of the Taiwan Foun- 
dation for Democracy and other democ- 
racy promotion activities to advance its 
own recognition agenda underscores the 
difficulty of involving Taiwan. However, 
given the APDP’s purposes and loose orga- 
nizational structure, Taiwan’s eventual 
participation could materialize. 

Despite the exclusion of Taiwan and ef- 
forts to present the APDP as nonthreatening, 
China is still wary of it. In comments to the 
media following the announcement of the 
APDP last year, Australian Foreign Minister 
Alexander Downer tried to ease Chinese 
concerns, stressing that the arpe should 
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not be seen as asecurity alliance and should 
not “cause any offense to China.” According 
toa former U.S. government official, “China 
is quietly unhappy about the appp and has 
tried to pressure other countries not to 
join.” Appp members are likely to seek to as- 
suage Chinese concerns by being transpar- 
ent, including briefing China on its 
intentions and offering the group’s resourc- 
es in a nonthreatening way. 

The success of the appr will depend on 
many variables, including the political 
health of many of its own members. As Co- 
lumbia University political scientist An- 
drew Nathan notes, “democracies 
throughout the region are suffering from 
low performance which is undermining 
public support.” Unless Asia’s existing de- 
mocracies perform better they will not be 
successful catalysts for democratic change. 
Another important factor will be the ex- 
tent to which appre members increasingly 
define themselves and their foreign-policy 
interests in terms of democratic ideals. 

The partnership’s future also depends 
on APDP countries playing an active role and 
taking ownership of the organization. “Tf it 
is seen as an Asian initiative over time, that 
would be critical,” notes Mr. Green. In par- 
ticular, active participation and leadership 
from more established democracies, in- 
cluding Japan, South Korea and India will 
strengthen the appp while the U.S., Austra- 
lia and Canada play supporting roles. Final- 
ly, given the instrumental role that the Bush 
administration played in developing the 
APDP, a key question will be whether the ad- 
ministration of President-elect Barack 
Obama will continue to support it. 

While the appp itself originated during 
the Bush administration, its establishment 
is consistent with long-term U.S. interests 
in Asia, and the idea of a regional grouping 
anchored by democratic principles predates 
the Bush administration. Even if the next 
U.S. administration does not embrace the 
APDP, the ownership and leadership that 





Asian members have already displayed sug- 
gest that the appp will survive. 

A more immediate test for the appr will 
be its ability to address Burma. The appp 
could provide a platform for concerned 
countries to coordinate diplomatic ap- 
proaches and bring collective political pres- 
sure to bear on the military junta. However, 
this will be a challenge as several members, 
in particular India and Thailand, are reluc- 
tant to pressure the Burmese junta. 

Another useful role the appp could play 
is to attract greater resources, attention, 
and funding for democracy consolidation 
in Asia. Some observers argue that insuf- 
ficient resources and support for democ- 
racy consolidation in Asia are largely to 
blame for the lack of progress. “Because 
there was little attention paid, many new 
democracies have now backslided or made 
absolutely no progress... Also, funds for 
training and advocacy for human rights 
NGOs have also dried up leaving many ini- 
tiatives and plans in the lurch,” notes Dr. 
Chee. “Training of activists, election offi- 
cials, political parties, lawyers, media per- 
sonnel was taking place years ago but have 
been noticeably slowed down.” 

While the appp is still defining itself, 
its formation signifies an important step 
toward democratic ideals being embraced 
as “Asian values” and democracy and hu- 
man rights being seen as relevant to Asia. 
Mr. Green points out that “Asians helping 
Asians will be far more effective than 
Americans telling Asians what is good for 
them.” Finally, the appp makes it difficult 
for Asia’s autocrats to hide behind the ar- 
gument that human rights and democracy 
are not “Asian values.” As Martin Lee, the 
founding chairman of the Democratic Par- 
ty in Hong Kong, notes “The development 
of democracy in other parts of Asia is 
bound to raise questions about why we 
can’t have it. Look at Bhutan. If they can 
have democracy, why can’t the people of 
Hong Kong?” = 
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Private Equity and 
Pragmatism in China 


by Duncan Clark 





ITH THE CREDIT crisis and 
looming recessions buf- 
feting major developed 
economies, China is seen 
by many as a relative safe 
haven to weather the global storm. Of 
course, today’s China growth can be traced 
back to the opening up and reform process 
initiated by Deng Xiaoping three decades 
ago this month. More specifically, China’s 
economic rise has been powered by pri- 
vate-sector growth, which saw its contri- 
bution soar to well over 75% of the 
country’s GDP today from zero 30 years 
ago. In recent years, private equity (PE) has 
been playing an increasingly critical role 
in funding the growth of successful pri- 
vate-sector enterprises. 

The origins of China’s modern private 
sector were the modest town and village 
enterprises (TVEs) which sprouted follow- 
ing Deng’s reforms. For many years these 
companies remained essentially local con- 
cerns, with limited access to funding from 
the state-owned commercial banks. In- 
stead they relied on their wits and capital 
networks for survival. From these humble 
origins, private enterprises in China have 





mushroomed in scale. 

Multinational corporations initially 
paid little heed to the nascent private sec- 
tor, choosing instead to form joint ventures 
with state-owned enterprises as their pre- 
ferred means of tapping the rising Chinese 
market. Institutional investors meanwhile 
preferred to accumulate equity holdings in 
the overseas listed vehicles of the soes. Al- 
though this pattern dominated investment 
flows in the 1980s and 1990s, in the present 
decade, MNCs and institutional investors 
alike are seeking to increase their exposure 
to dynamic private-sector enterprises. 

The proposed $2.4 billion acquisition by 
the Coca-Cola Company of China’s Hutyu- 
an Juice provides a vivid illustration of this. 
From its origins as a Shandong province- 
based concern, Huiyuan has grown into a 
dominant national player in the fresh juice 
market. The firm received PE funding from 
Warburg Pincus of the United States in 
2006, ahead of Huiyuan’s 2007 initial pub- 
lic offering in Hong Kong. 


ao Mr. Clark is chairman of BDA China (www. 
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PE has seen rapid growth in China. Re- 
search firm Zero21po estimates that $12.8 
billion in PE was invested in Chinese enter- 
prises in 2007, involving 177 transactions. 
The same firm recorded a further $3.2 bil- 
lion in earlier-stage venture-capital (vc) in- 
vestments in China, involving 440 
transactions. The boundaries between ear- 
ly-stage vc investments and more mature 
forms of PE investments have become in- 
creasingly blurred in China, as larger 
amounts are raised and the focus of vcs has 
shifted away from technology. For vc firms, 
2008 has seen continued high levels of in- 
vestment activity, witha 
new high of $2.1 billion 
invested in the first six 
months of the year. So 
far the direct impact of 
the global equity-mar- 
ket downturn and cred- 
itmarket crunch has 
been muted, as large 
war chests have already 
been raised for new investments. Dedicated 
China-focused vc funds raised an estimat- 
ed $5.5 billion in 2007 and a record $5.3 bil- 
lion in the first half of 2008, according to 
Zero21po. With the equity capital markets 
effectively closed down to new issuances, 
however, the lack of visibility on any exits 
is for the time being delaying new invest- 
ment activity. The prospect of more reason- 
able valuations is clearly a factor. 

While the Huiyuan case has raised the 
profile of later-stage PE investors in funding 
Chinese firms on the road to an 1po and 
then a trade sale, earlier-stage vc firms 
have long been in the public eye due to their 
prominent role in funding the success of 
China’s pioneering Internet and technology 
entrepreneurs. 

Given the high initial investment re- 
turns and the rapid growth in China’s In- 
ternet user and mobile-phone subscriber 
base, technology companies naturally dom- 
inated vc flows for much of the decade. The 
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early wave of high returns from a handful 
of funds investing in China generated great 
interest in some of the leading U.S. vc firms. 
As a result, China quickly surpassed Eu- 
rope and Israel to become the largest over- 
seas recipient of vc from Silicon Valley. In 
the first half of 2007, according to Zero21Po, 
61% of all vc investments in China were 
made in the technology sector. However, an 
important shift has since occurred. In the 
first half of 2008, despite increasing in ab- 
solute value to over $920 million, invest- 
ments in technology fell as a percentage of 
all vc investments to 43%. 

The diversification 
away from technology 
investments stems in 
part froma “push” away 
from the sector as in- 
vestors become wary of 
increased competitive 
and regulatory risks. 
Examples in recent 
years include the gov- 
ernment’s pursuit of “indigenous innova- 
tion” in fields such as third-generation 
phone standards and technology, or 3G. 
Earlier this year, China’s State Administra- 
tion of Radio, Film and Television (SARFT) 
cracked down on selected vc-backed You- 
Tube-style sites, such as 56.com. 

vc flows to areas outside technology are 
also driven by the “pull” of opportunities 
from sectors experiencing strong rates of 
growth due to rising prosperity and in- 
creasing consumer discretionary spending. 
Some of the most notable beneficiaries of 
this trend are companies active in tradi- 
tional industries such as chemicals, manu- 
facturing and agribusiness, in service 
sectors such as advertising, and even in ed- 
ucation and training, areas once monopo- 
lized by the state. 

The education and training sector is 
likely to see sustained vc activity in the 
years ahead. This sector tends to do well 
in a downturn as people strive to bolster 
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their skills to retain or regain employment. 
Just as China’s Internet entrepreneurs 
were inspired by the iconic 1Pos of certain 
firms, the education and training field also 
has its own poster child in New Oriental 
School. China’s largest privately run Eng- 
lish-language training group secured a 
successful listing on the New York Stock 
Exchange in September 2006. The compa- 
ny’s stock has more than quadrupled from 
an IPO price of $15, and today the company 
commands an equity-market capitaliza- 
tion of approximately $2.4 billion. 

With China’s tradition of state-con- 
trolled education, the thought of a private 
training school achieving success on a huge 
scale would have seemed outlandish a de- 
cade ago. Yet the desire of Chinese parents 
to provide the best possible future for their 
(typically) only child has driven the de- 
mand for higher quality and more diversi- 
fied education and training. This demand 
is far beyond the state’s ability to satisfy. In 
2007, the government spent only 2.8% of 
GDP on education, far behind Japan, South 
Korea or the U.S., which spent 3.6%, 4.2% 
and 5.7% respectively. 

The government’s 690 billion yuan 
(more than $23 billion) expenditure on ed- 
ucation in 2007, was nearly matched by the 
565 billion yuan private individuals spent 
on educational materials and services. 
While 47% of this total came in the form of 
fees paid by families for their children to 
attend public secondary schools and uni- 
versities, the remaining 53%—or 300 billion 
yuan—flowed to private education and 
training providers. 

This sector’s rapid growth is due in 
large part to the government’s 2003 Law on 
the Promotion of Civilian-run Education, 
which substantially eased restrictions on 
private-sector funding and operations. 

Every year in China more than three 
million students graduate from universi- 
ties or colleges, eight million graduate 
from high school and 20 million from ju- 
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nior high school. Catching even a small 
fraction of the spending associated with 
these students is enough to create a com- 
pelling business model. Two areas of op- 
portunity stand out: English-language 
learning and vocational training. 

English proficiency stands out as the 
skill in greatest demand. Businesses previ- 
ously focused on providing English train- 
ing to those applying to graduate programs 
through qualifications such as TOEFL, GRE 
and IELTS. But the demand for English is 
now mainstream. Some estimates put the 
number of Chinese striving to learn Eng- 
lish at more than 300 million—more than 
the population of the U.S. Milestone 
achievements such as accession to the WTO 
and hosting the Olympic Games have con- 
tributed to making English-language pro- 
ficiency an increasingly common criterion 
for accessing higher education, employ- 
ment and career development in China. 

China’s English-training market is 
highly fragmented with 50,000 English- 
teaching institutions. Even market leader 
New Oriental School, which generated 
revenues of 1.06 billion yuan in 2007, has 
less than 5% market share. Domestic firms 
make up more than 90% of all training 
companies and the competition between 
schools is fierce. Foreign-owned institu- 
tions are also active in the market, mostly 
targeting the high-end, but regulatory 
barriers prevent outright foreign owner- 
ship. The most popular courses focus on 
exams (with local and foreign exam prep- 
aration taking around 30% of the market), 
daily communication, business communi- 
cation and basic English for children. 

As a result of China’s rapid urbaniza- 
tion, vocational training is also in high de- 
mand. Every year tens of millions of people 
from the countryside are moving into cities, 
and an estimated surplus of more than 100 
million laborers remains. Migrant workers 
flood into cities in search of jobs in indus- 
tries such as construction, manufacturing 
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and service sectors. When they first arrive 
they most likely obtain low-paying jobs re- 
quiring little formal education. 

Vocational training can assist workers 
to escape the low-skill, low-pay trap by tai- 
loring their training to the needs of employ- 
ers. One example is the auto-repair sector. 
As urban Chinese are increasingly unwill- 
ing to get their hands dirty, migrant work- 
ers are filling the gap. After learning 
auto-repair skills, they can find jobs that 
pay better than ones at manufacturing 
plants. As a result, the leading auto-repair 
training schools are able to charge a tuition 
of 10,000 yuan to 12,000 yuan per year. 

But the success of early-stage vc firms 
that diversify their investment portfolios 
by entering into nontradtional areas is far 
from guaranteed. Cooked books, lax health 
and safety standards and even vanishing 
CEOs are just some of the stories that Chi- 
na’s local business media have plastered 
across their front pages in relation to vc 
backed firms. This kind of public exposure 
is anathema to PE investors. 

Beyond the industry-specific challeng- 
es to investing in China, however, the very 
future of foreign vc and PE funds operat- 
ing in China has at times been called into 
question. PE and vc funding in China re- 
mains dominated by foreign funds. For ex- 
ample among vc funds, according to 
Zero21po, of the $5.3 billion invested in 
China in the first half of 2008 only $1.2 bil- 
lion was invested by yuan funds. Foreign 
funds invested $4.1 billion. 

Just as the government is seeking to 
promote “indigenous innovation” to pre- 
vent a perceived domination by foreign 
firms, attempts are also being made to pro- 
mote “indigenous investment” by encour- 
aging the creation of on-shore yuan 
funds. The 6.1 billion yuan Bohai Fund is 
one prominent example. Established in 
2006 and controlled by the Bank of China, 
the Bohai Fund is touted as a model local PE 
fund backed by the state. 





Meanwhile foreign funds have faced 
challenges in the form of the new approvals 
required as a result of the 2008 M&A rules 
imposed by China’s Commerce Ministry, or 
MOFCOM, and five other ministries, as well 
as foreign-exchange control policies such 
as Circular 75 imposed by the State Admin- 
istration of Foreign Exchange. 

But reforming the domestic legal envi- 
ronment is more likely to improve the out- 
look for domestic funds than trying to 
level the playing field with more onerous 
restrictions on overseas players. China has 
made steps to improving the climate for 
yuan funds with moves such as the 2007 
Partnership Law. This allows local funds 
to clone the international Limited Partner- 
ship (LP) and General Partnership (GP) 
structures on which international vc firms 
are based. Yet nascent domestic funds still 
face major hurdles. Philip Qu of TransAsia 
Lawyers cites a number of challenges fac- 
ing yuan funds, including “complex local 
legislation, the lack of national-level tax 
benefits and restrictions on Limited Liabil- 
ity Partnerships participating in domestic 
IPOs.” Mr. Qu also points to China’s cul- 
tural challenges such as a tendency for do- 
mestic funds to focus on local investment 
opportunities, particularly where local 
governments are involved as LPs in the 
fund. Government involvement as LPs in- 
variably undermines the authority of the 
Gps. These challenges must be overcome if 
China intends to put the growing reserves 
of its domestic financial institutions to pro- 
ductive use. 

Whether onshore or offshore, the im- 
portance of vc and PE as a whole in fuelling 
China’s private-sector engine is now wide- 
ly accepted. The increasing acceptance of 
PE in areas such as education, once the ex- 
clusive domain of the state, is a sign that 
pragmatism will trump politics as China 
seeks to make good on its pro-growth 
stance amidst a deteriorating internation- 
al economy. i 
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1a’s New 
Intellectuals 
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FTER FRANCE GRANTED 
Cambodia independence in 
1953, an impassioned renais- 
sance swept Phnom Penh in 
the 1960s, a resurgent Ang- 
korian nationalism alongside a potpourri of 
foreign influences that included Beatlema- 
nia and existentialism. Many saw the city— 
once called the “Pearl of Asia”—a neutral 
safe haven from the havoc that rocked 
neighboring Vietnam and Thailand. Art- 
ists, writers and scholars frequented Phnom 
Penh’s beautified universities and cafés, 
discussing the great works of Jean-Paul 
Sartre and Picasso, while musicians and 
dancers revived traditional Khmer styles 
from the country’s Angkor-era height. Even 
then-Prince Norodom Sihanouk, the move- 
ment’s figurehead, was a filmmaker and 
singer who led a jazz band. 

Fast forward a few years. Bombing cam- 
paigns, military coups and civil war rip the 
country apart. Intellectuals are targeted 
and wiped out under the Maoist Khmer 
Rouge regime from 1975-79 and their works 
destroyed. A former Khmer Rouge cadre 
named Hun Sen bullies his way into power 
in 1993 against United Nations-backed elec- 





tion results, and then orchestrates a coup 
against his co-Prime Minister Norodom 
Ranarridh in 1997. His ruling Cambodian 
People’s Party consolidates power in the 
media, and rampant corruption rankles the 
universities. Debate and discussion are left 
dead and a country is in ruins. 

Yet today a brimming young movement 
of intellectuals resembling those of the 
1960s is quietly—and sometimes anony- 
mously—creating change in Cambodia. 
They mostly draw on the same inspirations 
and discuss the same topics of culture, pol- 
itics and romance—the latter remains a 
highly taboo topic. Some even listen to the 
same music, writing about the classics of 
Simon and Garfunkel. Yet unlike their pre- 
decessors, these intellectuals do not mingle 
in French-style cafés and art galleries, but 
in the new wireless Internet cafés spring- 
ing up in Phnom Penh. 

Looking at them, one would think they 
are just a typical group of youngsters. Dur- 
ing lunch breaks and on weekends, they can 
be seen in popular Monivong Boulevard 
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hangouts wearing ripped jeans and head- 
phones, clicking away on their quirky, stick- 
ered laptops, stopping sporadically for a sip 
of iced coffee. Virtually all are under 30, 
born during a 1980s baby boom that fol- 
lowed the Khmer Rouge genocide. They 
represent a small but growing tech-savvy 
middle class of students, lawyers, technol- 
ogy professionals and journalists, who only 
recently came of age in a society where lit- 
tle public discussion of issues exists. 

Formally banding together in 2006 in 
a project to teach students about technol- 
ogy, this new generation of intellectuals 
never actually refers to 
themselves as “intellec- 
tuals.” The word’s ar- 
chaic connotation 
foregoes their 21st-cen- 
tury context. Perhaps 
more appropriate for an 
environment dominat- 
ed by mobile phones 
and cyberspace, they 
have instead named themselves “Clog- 
gers,” a portmanteau of “Cambodian blog- 
gers.” And, as the name implies, they 
blog—turning to the unregulated Internet 
medium because they would have little 
chance to speak their minds otherwise. 

With stilted shacks and slums lined 
along Phnom Penh’s dirt roads, and a pop- 
ulace of which 33% earn less than $0.50 a 
day according to optimistic government 
statistics, Cambodia is remarkably wired. 
After King Sihanouk, now King-Father, 
started Cambodia’s first blog in 2002 and 
the Cloggers began their educational tours 
of the country, blogging mania swept 
Phnom Penh; a “blogosphere” once num- 
bering 30 bloggers spawned into a vibrant 
community of pundits, photographers and 
diarists now innumerable. 

Even though only 2% of Cambodians 
have regular Internet access on comput- 
ers, the urban blogging craze can be part- 
ly attributed to Cambodia’s widespread 
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[ A young movement of 
intellectuals is creat- 
ing change in a society 
where little public dis- 
cussion of issues exists. 


mobile-phone culture that also offers mo- 
bile Internet access. Only a high rural il- 
literacy rate of 35% stands in the way to 
larger change, say Cloggers. “We have a 
dichotomy. Cambodia has leapfrogged 
landlines to embrace modern, high-tech 
mobile phones. Users aren’t afraid of tech- 
nology. But phones are not reaching their 
full potential,” said John Weeks, an Amer- 
ican blogger who has lived in Phnom Penh 
since 2003. “If ordinary Cambodians can 
overcome the language barrier and litera- 
cy barriers, phones have incredible gate- 
way potential that would dwarf the current 
blog boom.” 

The trend is only set 
to grow despite literacy 
shortfalls. The recent 
introduction of 3G mo- 
bile-phone technology 
into Cambodia promis- 
es high-speed Internet 
access from anywhere— 
even the remote north- 
ern provinces—for only $35 a month or less. 
Enthusiasts can also attach their 3G phone 
to their computer and use it as a makeshift 
satellite modem, even if they’re traveling in 
the electricity-starved countryside. 

Complementing their taste for global 
technology culture, that prospect fuels the 
intellectuals’ desire to continue shaping 
Cambodia’s public discussions. “Blogs are 
really a way of culture-sharing and getting 
discussions going, something Cambodia re- 
ally needs now,” reflected Keo Kounila, an 
inquisitive young Clogger and journalist 
who voraciously reads John F. Kennedy and 
Mahatma Gandhi. “It’s that we’re trying to 
find a unique way to bring more foreign 
ideas to Cambodia, but put them into a 
Cambodian context.” Like others, she’s no- 
ticed that blogs in Cambodia attract the at- 
tention mostly of their American 
counterparts, who she thinks bring an 
“open source” culture to Cambodia—refer- 
ring to the technology movement that 
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strives for free flow of ideas. 

Prum Seila, also a journalist and univer- 
sity student, chimed in while humming to 
his favorite Beatles tune on his mobile 
phone. “Foreigners give us a lot of ideas 
about social issues and the problems of glo- 
balization, with the garment factories. 
Cambodia really needs those new ways of 
thinking about things,” he added, noting 
that Cambodia’s current blogging scene re- 
sembles the 1960s mostly because of its 
American cultural influence. 

The duo credits foreign attention to the 
fact that many Cambodians blog in English, 
as opposed to neighboring Thailand and 
Vietnam where blogs are largely in local 
languages. “It’s important to bring more in- 
ternational attention to Cambodia with 
English, because our issues haven’t been 
that known for very long,” Mr. Prum added. 
But as the Open Institute in Phnom Penh 
spreads its Khmer-language Unicode proj- 
ect, a Cambodian font constantly being 
tweaked, more Cloggers have embraced 
Khmer to tap into a local audience. 

“We should not give up our own lan- 
guage so we can blog in English,” said Be 
Chantra, a Unicode developer and Khmer- 
language blogger. “With Khmer, we can 
make a bigger impact on important deci- 
sions in Cambodia, with a more local 
voice.” But overall, English remains the 
language of choice for Cloggers who seek 
global discussion and an escape from gov- 
ernment authorities. One Clogger even ex- 
claimed that Mr. Be’s initiatives could get 
them censored someday. 

In a country where the ruling party 
dominates most newspapers, radio stations 
and television stations—Mr. Hun’s daugh- 
ter, Hun Mana, even directs the popular 
Bayon Tv channel—young bloggers like Ms. 
Keo and Mr. Prum feel that blogs are the 
only place to foster fresh, nonpartisan dis- 
cussions. Both said political self-censorship 
on the part of newspapers, which read more 
like tabloids, keeps the Cambodian public 


ill-informed to pressing issues like corrup- 
tion and land evictions. Unlike nearby Ma- 
laysia, Thailand and China, however, the 
Cambodian government does not actively 
censor blogs, making it a preferred medium 
to evade authority. Many say the country’s 
power elite just haven’t caught up with the 
times yet, or that they lack the resources to 
implement rigorous censorship programs. 
Others say not enough Cambodians read 
controversial blogs. 

Some media outlets have taken advan- 
tage of the government’s blind eye to the 
Internet. Following a spat last May between 
the government and English-language 
Cambodia Daily newspaper over a supple- 
ment about Burma, the newspaper circum- 
vented government authority by publishing 
it online. To the surprise of many, Minister 
of Information Khieu Kanharith’s stance 
on the Daily’s choice was favorable: “It’s on- 
line. It’s OK,” he announced. Wide implica- 
tions for the Cloggers followed. 

Since Cloggers see the cyberspace as an 
escape, blogs fill a crucial gap against main- 
stream media that politicize important is- 
sues, Cloggers say. Some point to the current 
border conflict at the Preah Vihear temple. 
After UNESCO listed Preah Vihear as a 
World Heritage Site in July, the popular sta- 
tion CTN aired a celebration program show- 
ing Mr. Hun’s portrait encircled by stars 
with the national anthem being performed 
in the background. Many provincial sta- 
tions are now reportedly being used to re- 
cruit citizen militias in light of the Oct. 15 
border skirmish that left three Cambodians 
and one Thai soldier dead. Cybernational- 
ists have also taken to Internet forums and 
Wikipedia, vandalizing Web sites with pro- 
paganda and brash confrontations that bor- 
der racism. The Cloggers, however, became 
the intense focus of a heated but sophisti- 
cated discussion on scholarship and history 
related to the temple, something they say 
Cambodian TV stations and other Internet 
sources completely left out. 
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After she returned from reporting on 
the Preah Vihear crisis, Ms. Keo reflected 
in her blog about the writings of the ancient 
Chinese diplomat Zhou Daguan who docu- 
mented his trips to Cambodia in the 13th 
century. In his memoir, he observed Cam- 
bodian soldiers carrying their swords ev- 
erywhere as a testament to their willingness 
to fight. She concluded with more ques- 
tions. “Does nationalism mean that you 
have to die for your country all the time 
while you leave someone else suffering?” A 
flurry of comments and discussions ensued, 
which she said is unheard of in the “real 
world” of Cambodia. 

Teng Somongkol, a former lecturer at 
the Royal University of Phnom Penh and 
now doctoral candidate in Minnesota, also 
took to historical literature and blogged a 
well-documented record about Thai sol- 
diers pushing 45,000 Cambodian refugees 
off the cliffs of Preah Vihear in 1979. “In 
fact, many Cambodians, especially those 
of my generation who was [sic] born in the 
1980s, are not even aware that this horri- 
ble event took place,” he wrote. “What 
they were taught was about the Khmer 
Rouge period, but not about what hap- 
pened at Preah Vihear.” He noted that, as 
a Buddhist, his goal was not revenge but 
only to point out the “terrible things” that 
have happened at the temple. His com- 
mentary earned him a spot in the Phnom 
Penh Post newspaper. 

Despite the heated debates of national- 
ism and scholarship, blogs in Cambodia 
mostly discuss everyday topics like rela- 
tionships and culture. But more controver- 
sial blogs still maintain a firm presence the 
“Clogosphere,” like the blog of vocal activist 
Chak Sopheap, who regularly criticizes 
government leaders over issues of corrup- 
tion and forced land evictions. She’s already 
received one death threat, she claims. Her 
public profile is a gutsy move while most 
other blogs critical of the government re- 
main anonymous. 
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“I am often asked by many friends 
whether I am intimidated for my outspoken 
statements,” proclaimed the former em- 
ployee of the Cambodian Center for Human 
Rights, which received international atten- 
tion in 2005 when two of its activists were 
arrested after a peaceful demonstration. 
“Officials feel insecure when there is resis- 
tance. I’m just advocating for a change of 
attitude by them to listen and tolerate dif- 
ferent opinions.” 

Now, the youthful and eloquent speaker 
is pursuing a master’s degree in interna- 
tional relations in Japan, a country from 
which she draws inspiration for her writ- 
ings. “I’ve learned from a different cultural 
context about how crucial good governance 
is,” she said, referring to Cambodia’s cor- 
ruption problem that led Transparency In- 
ternational to rank it the 14th most corrupt 
country in the world this year. “I’m trying 
to take a comparative perspective about 
Cambodia in my blog, learning from my 
professors about the Japanese spirit of suc- 
cess. I don’t mean that other cultures or 
practices are inferior to Japan, but just that 
we can integrate these experiences to our 
benefit.” She hopes to include her favorite 
blog posts in a book one day. 

Of all the great rising Cambodian think- 
ers, paving the trail is Bun Tharum, widely 
received as the leader of the Cloggers. A 25- 
year-old technology professional, Mr. Bun 
takes inspiration from Western individual- 
ism, Ayn Rand and Charles Dickens. He’s a 
prolific photographer who documents ev- 
eryday life in his popular blog with haunt- 
ing and dazzling imagery. Also a writer of 
short stories, he hopes to publish the next 
great Cambodian novel in the tradition of 
the 1960s, an age he longs to revive. “Young 
people have a lot to learn about this coun- 
try, about its history, about how it was run. 
The 1960s were the greatest time for Cam- 
bodia,” he said, eyebrows dipped in reflec- 
tion. “We haven’t completely realized that 
dream yet. But I remain optimistic.” M 
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Educating the Masses 


by Helen Joyce and James Miles 


ITY THE ASPIRING Chinese high- 
school student. Despite recent 
breakneck expansion—the number 
of places in Chinese universities has in- 
creased six-fold in the last six years—the 
country can offer university places to only 
one-fifth of its 125 million college-age 
youths. Youngsters hopeful of entry to elite 
universities must cram through their high- 
school years to have any chance. Mean- 
while, even as the number of graduates has 
ballooned, the value of their degrees has 
plummeted. Many recent graduates have 
found only menial jobs, or none at all. 
Then there is the question of the qual- 
ity of instruction. China has a long and en- 
during tradition of elevating rote learning 
above independent thought, and theory 
above practice. This often means Chinese 
graduates are ill-prepared for work. Engi- 
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neering students, for example, may be 
good at mathematics but poor at solving 
problems. A recent survey of academics at 
Australia’s Monash University found wide- 
spread complaints that students from Chi- 
na were unwilling to participate in class 
discussion. It put this down to growing up 
in a transmissive educational environment 
where teachers are seen as the font of 
knowledge. 

Chinese universities’ rush to expand 
and generate more revenue has also led to 
some dubious practices. For instance, state- 
run universities are admitting less-quali- 
fied but higher-paying students to affiliated 
private institutions whose diplomas look 
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remarkably similar to their own. 

Parents with money and guanxi—the 
web of personal connections and obliga- 
tions that permeates life in China—can give 
lavish gifts and call in favors to get their 
children into elite schools, and occasion- 
ally even get hold of extracts from the gao- 
kao, the national university-entrance 
examination. So their children, like the 
cleverest ones, are served adequately by the 
world’s biggest university system. But it 
fails the masses—and produces less than 
meets the eye. 

A 2005 study by McKinsey revealed a 
“paradox of shortages 
amid plenty.” Of the coun- 
try’s 1.6 million young en- 
gineers, it estimated 10% 
were sufficiently well 
trained to work in multi- 
nationals—a talent pool no 
larger than that in Britain, 
a far smaller country that 
itself has big problems per- 
suading youngsters to 
study engineering. 

Foreign study may be a 
way out for the small number who are rich 
enough to pay for it or clever enough to win 
scholarships. But it is no solution for China 
as a whole. A 2007 report by the Chinese 
Academy of Social Sciences found that of 
the one million Chinese students who had 
studied overseas from 1978 to 2006, 70% 
did not return. It blamed a higher standard 
of living abroad and the one-child policy for 
this brain drain. 

China knows that its universities—dev- 
astated during the Maoist era and woefully 
underfunded for much of the 1980s and 
1990s—cannot compete with those of the 
West. Shanghai Jiaotong University’s glob- 
al ranking puts no Chinese university in the 
top 200; Times Higher Education, a British 
magazine, puts Peking University 50th and 
only six Chinese institutions in the top 200. 
But that may be about to change. During 
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the mid-1990s, China began spending more 
money on scientific research at the top 100 
or so of its higher education institutions (of 
which there are more than 1,800). In 1998, 
then President Jiang Zemin announced 
plans to turn some of them into “first-rate 
universities of international advanced lev- 
el,” which naturally meant a healthy infu- 
sion of funding. 

The results are easy to see on the cam- 
puses of Peking and Tsinghua universities. 
Around the run-down buildings of the 
Maoist era have sprung up modern faculty 
offices, lecture halls and laboratories. Once 
ill-paid professors now 
live in spacious new apart- 
ments. Several local gov- 
ernments have been 
building whole new uni- 
versity districts in the 
hope that well-financed 
clusters of talent and tech- 
nology will boost the de- 
velopment of high-tech 
industries. 

This is by no means all 
government money. Stu- 
dent enrolment has been growing faster 
than state spending. Universities once al- 
most entirely dependent on government 
funds are now able to boost their incomes 
from (fast-rising) tuition fees. They are also 
borrowing heavily from banks—to the ex- 
tent that officials worry that some are 
building up unsustainable levels of debt. 

The drive for improvement goes beyond 
money, too. The government is acutely con- 
scious that Chinese students, though profi- 
cient in mathematics and the sciences, do 
poorly when it comes to lateral and creative 
thinking. A “curriculum reform” launched 
in 1999 gives schools greater choice of 
teaching materials and encourages teach- 
ers to treat pupils more as equals and foster 
classroom debate. And in addition to look- 
ing at gaokao scores, universities are now 
considering school reports and nonaca- 





demic achievements. Few, though, expect 
rapid change. Retraining teachers will be 
costly and difficult, particularly given that 
many parents, let alone teachers them- 
selves, are wary of new-fangled methods 
that might affect test results. 

After the student-led unrest of 1989, the 
Chinese authorities launched a sweeping 
campaign against Western influence in ed- 
ucation. In their effort to make universities 
more competitive, they are now putting 
aside such concerns. Since 1995, when for- 
eign universities were first allowed to part- 
ner with Chinese ones, they have established 
more than 700 academic programs in Chi- 
na. According to China’s Ministry of Edu- 
cation, the United States (once accused of 
stirring up the 1989 protests) accounts for 
more than 150, the most of any nation. 

The two largest foreign transplants, 
though, are both British. In 2006 Notting- 
ham University opened its second foreign 
campus, Nottingham Ningbo, in Zhejiang 
province. (Its first, in Malaysia, opened a 
year earlier). It was built by Zhejiang Wan- 
li Education Group, a privately run but 
government-owned company that owns 
the assets and controls the governing 
board. Nottingham University recruits 
students and faculty, decides on course 
content, conducts examinations and con- 
fers degrees. Like the Malaysia campus, it 
is modeled on the original, with rolling 
parkland, gracious stone buildings and 
versions of Nottingham University’s sig- 
nature clocktower (those in China and 
Malaysia have digital chimes). 

Xi’an Jiaotong Liverpool University, 
100 kilometers from Shanghai, opened just 
a year later. This brand-new university is 
owned and run by a board on which the 
two partners, Xi’an Jiaotong, a top 10 Chi- 
nese institution, and England’s Liverpool 
University, are minority members. The 
owners of the industrial park on which it 
is situated paid for construction and put 
up half the $2 million bond required by the 





government. Laureate, an international 
private-education company that was al- 
ready collaborating with Liverpool on on- 
line courses, put up the other half. The 
first few cohorts will get degrees from Liv- 
erpool, after which the new university will 
award its own degrees. 

A bachelor’s degree at either English 
outpost takes four years, a year longer than 
at either of their home institutions, because 
the first year is mostly devoted to English 
language tuition and state-mandated po- 
litical indoctrination—official literature in 
China still describes the mission of univer- 
sities as being to “train successors for the 
socialist cause.” Both charge 50,000 yuan 
($7,310) a year, 10 times the cost of tuition 
at other Chinese universities, but just one- 
third of what a Chinese undergraduate at 
Nottingham or Liverpool would pay. 

There is certainly no shortage of young- 
sters keen on this hybrid Chinese-English 
experience. Drummond Bone, who as Liv- 
erpool’s vice-chancellor led the creation of 
the new university (he stepped down from 
the post in September), says the students 
at Xi’an Jiaotong Liverpool are outstand- 
ing: “They are a self-selecting bunch of in- 
ternationally minded young people. 
Teaching them is very exciting.” Mean- 
while, Nottingham Ningbo already ranks 
15th in China in terms of average scores on 
the Gaokao. 

A foreign university that wants to set up 
shop in China must find a Chinese part- 
ner—an educational company or universi- 
ty—and cannot take any profits. In reality 
that does not stand in the way of making 
money. Both parties, foreign and Chinese, 
can receive payment for services they ren- 
der to the joint venture. 

And there is money to be made from 
Chinese students visiting the home institu- 
tion. This autumn Nottingham welcomed 
350 Nottingham Ningbo students; Liver- 
pool welcomed 50 Xi’an Jiaotong Liverpool 
students in financial mathematics alone. 








The fees are lower than is usual for Chinese 
students, but still well worth having. 

Both Nottingham Ningbo and Xi’an Ji- 
aotong Liverpool sprang up at staggering 
speed. The Chinese government first al- 
lowed foreign universities in in 2003; Not- 
tingham signed a memorandum of 
understanding in March 2004. The turf 
was cut a month later and the campus built 
in a year. Xi’an Jiaotong Liverpool went 
from agreement to its first students in just 
two years. 

But matters do not always proceed so 
fast, or indeed at all. In 2005, the Univer- 
sity of Montana said it hoped to open a cam- 
pus for 2,000 Chinese undergraduates in 
autumn 2006. Nothing happened. In 2006, 
Kean University, a state institution in New 
Jersey, announced that it would be opening 
Kean University-Wenzhou the following 
year. That proposal became mired in nego- 
tiations. “The deal you struck yesterday is 
not necessarily good today,” Dawood Fara- 
hi, Kean’s president, told the New York 
Times in February. “The Chinese sign an 
agreement, and then the next day, you get 
a fax saying they want an amendment.” 

Other institutions have pulled out upon 
realizing too much is being demanded. In 
the past few years Oklahoma City Univer- 
sity, the University of Washingon and the 
State University of New York have been in- 
vited to negotiate setting up Chinese cam- 
puses. All three got cold feet over ultra-short 
timeframes and an expectation that home 
staff and students would spend long peri- 
ods in China. Ray Bromley, vice-provost for 
international education at the New York 
institution’s campus, says they were ex- 
pected to send over specific faculty selected 
by Chinese officials. 

Officially, the door to China is now 
closed, even though it shouldn’t be, since 
under the terms of China’s accession to the 
WTO in 2001 foreign institutions are al- 
lowed to set up joint educational endeav- 
ours, with foreign majority ownership 


permitted. But last year the Chinese gov- 
ernment decided not to allow in any more 
foreign universities until it sees how the 
current crop fare, and can decide which 
model works best. 

According to Andrew Halper, a partner 
and head of the China Business Group at 
Eversheds, an international law firm, the 
door could well be pushed open again by 
the right university. “They used the phrase 
‘yuanze shang,’ which means ‘in principle,” 
he explains. “What this means is that ‘you 
really have to convince us, there will be ex- 
ceptions potentially permitted, we are not 
saying absolutely no, but it is going to have 
to take some special circumstances.” 

The general opinion is that from now on 
only top-flight institutions will be wel- 
come—at least if they want to partner with 
ones that are highly regarded locally. Yet 
these are precisely the universities that are 
likely to see most danger, and least benefit, 
in a Chinese adventure. The vice-chancel- 
lors of Nottingham and Liverpool empha- 
size that what they risked was reputation; 
neither put up capital. They felt this risk 
was worthwhile for the chance to propel 
their universities—both well-respected in 
their home country—onto the world stage. 

By contrast, Princeton President Shirley 
Tilghman said in a recent speech that al- 
though her university was keen on interna- 
tional collaborations, it was unlikely to 
open a campus abroad soon. “There is no 
asset that is of more value to us than the 
Princeton name,” she said. “A degree from 
Princeton University has a particular mean- 
ing in the world today, and until we are ab- 
solutely persuaded that we could replicate 
the Princeton educational experience on 
another site, we are not inclined to lend our 
name to a degree.” 

As long as China’s universities remain 
outside the top ranks, and a wealthy middle 
class keeps growing, demand for foreign 
education will keep on rising. China is the 
largest exporter of students, with about 





400,000 university students abroad. The 
government is trying to respond with mea- 
sures to entice these talents back home af- 
ter graduation. It has also set up business 
parks especially for returned overseas stu- 
dents and promised lighter regulation and 
less paperwork for those who found busi- 
nesses. Some of the extra state money given 
to elite universities must be used to recruit 
Chinese scholars from abroad. And initia- 
tives such as the Chinese Academy of Sci- 
ences’ “Hundred Talents Programme” give 
successful returnees up to 2 million yuan 
($292,000) for better research facilities, 
housing and salaries. 

No matter how hard the government 
tries, though, returnees do not necessarily 
find things easy. China is changing fast, and 
networks may have closed while they were 
away. They can be resented by those who 
stayed home, and many earn far less than 
they expected. According to David Zweig, 
a China-watcher at the Hong Kong Univer- 
sity of Science and Technology, their sala- 
ries are still around 60% more than had 
they not gone abroad. 

There have been some successes. In 
Shanghai alone returnees run more than 
1,700 private firms, Mr. Zweig says, and his 
research in China’s export and high-tech 
development zones suggests that some 
bring technologies that are benefiting the 
economy. 

And returnees come back with new ex- 
periences and ideas. He Ruoxing, an un- 
dergraduate studying engineering at 
Liverpool, explains how her ideas have 
changed. “I liked aerodynamics and I 
thought I liked formal reasoning. But my 
tutor here has taught me that engineering 
is for people. Now I think I want to work 
for an airline or an airplane company, and 
do something good for human beings.” 
Zheng Ma, a doctoral student in business 
and management at Nottingham, says she 
has learned to communicate differently. “I 
never asked questions back home. Here it 





is lots of group discussions; British stu- 
dents always talk. To change my mind 
back would be quite difficult.” 

In 1993 Mr. Zweig and others asked Chi- 
nese people who had studied in America, 
and stayed on, why they had not gone home. 
Political instability, low pay and poor re- 
search facilities, they said, plus the complex 
nature of interpersonal ties in Chinese 
workplaces and the power superiors would 
have over their lives. 

China has changed a great deal since 
then—but Chinese students who study 
abroad still learn to look at their own coun- 
try with new eyes. In 2007, Greg Philo of 
Glasgow University asked Chinese students 
in Britain what, if anything, they would like 
to take back to China. They spoke positive- 
ly of sexual tolerance and multiculturalism, 
and of the welfare state’s guarantee of 
health care and some dignity in old age. 

Brought up in a country where volun- 
tary organizations are frowned upon as a 
potential threat to the Party, they admired 
the ubiquity of local campaigning and fund- 
raising efforts. One talked of a dispute with 
her landlord which she resolved by threat- 
ening to complain to the council; others of 
the ease of setting up a business somewhere 
they would not have to square officials and 
police. And most said they had learned that 
it was also worthwhile to relax and enjoy 
life occasionally. 

Most obviously, returnees bring new 
ideas and ways of thinking back with them. 
But the ones who don’t come back may turn 
out to have a greater effect. A strategy of 
tempting Chinese students abroad to re- 
turn by offering them privileges cannot be 
sustained forever. Catching up with the 
standards of the West’s best universities, 
says Zhou Mansheng, an education minis- 
try researcher, will be the work of one or 
two generations. But only when what is on 
offer at home matches what can be found 
abroad will the road to success no longe 
start by leaving. a 








MBA Imports Strive to Compete 


by Paul Mooney 


OR MORE THAN a decade, some of 
D the world’s top business schools 

have been marching into China, 
lured by the attraction of being in the 
world’s fastest growing economy and the 
opportunity to educate the country’s fu- 
ture business elite. But as with many com- 
panies that came before them, the 
experience has been a steep learning curve 
that could fill textbooks on the opaque 
world of doing business in China. 

Despite the fact that many universities 
have failed, and that few may actually be 
turning a profit, new universities continue 
to line up at China’s door, many seemingly 
oblivious to the challenges and intense 
competition for a limited number of stu- 
dents. Over the past few years, several for- 
eign business schools have shut down or 
reduced their operations in China, and it’s 
likely that more will do the same. 

The Case Business School of London, 
for example, dropped out last February af- 
ter less than four years in the country, dis- 
couraged by bureaucratic red tape, the 
economic realities and other problems. 
SUNY Buffalo, the first to enter the MBA 
market in 1998 in a joint venture with Ren- 
min University, pulled out in 2004 and 
now focuses on customized MBA programs 
for multinational companies. The list goes 
on and on. 

“China has a gargantuan appetite for 
business education and training and it’s 
also important for multinational compa- 
nies,” says Walter Hutchens, a professor at 
Whitworth University in Spokane Wash- 
ington, who has advised foreign universi- 
ties hoping to establish a foothold in China. 
“And so schools wake up and think ‘I 
should be in China,’ That’s pretty obvious. 
But what’s not clear is if you can make it 


work economically.” 

Making matters worse, says Mr. Hutch- 
ens, business schools often enter the mar- 
ket blind. “If you analyze some of the 
programs, you'll find out that business 
schools have not thought the process 
through,” he says. “It’s often the case that 
business schools do not apply the methods 
they teach when they enter China.” Some 
new entrants fail to make a market plan, 
do due diligence, or gain an understanding 
of the regulatory, political, and legal envi- 
ronments. “Don’t have a dean visit China 
and fall in love, and think that you can 
have a couple of banquets and then have a 
thriving MBA program,” he concludes. 

“Right now, my opinion is that the mar- 
ket is saturated in the English-language, 
international segment at the EMBA level,” 
says Patrick Moreton, managing director 
of the program offered jointly by Fudan 
University in Shanghai and the Olin School 
of Business of Washington University in 
St. Louis. “The total number of seats cur- 
rently exceeds the number of people who 
are sufficiently ready, in both language 
skills and work experience, to study with 
the very expensive faculty that are being 
brought in from overseas business schools.” 
He estimates that there are between 350 
to 450 potential candidates in China that 
could meet the requirements for an inter- 
national EMBA program. 

Mr. Moreton argues that the current 
pool of director-level and above talent that 
can work internationally, and hence study 
effectively in an international joint venture 
EMBA in China, is very small because going 
back to the early to mid-1990s when today’s 
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directors started working, very few Chi- 
nese worked for international companies. 
“This doesn’t mean that there aren’t a large 
number of terrific managers working for 
Chinese companies, because there are,” he 
says. “But these managers are unlikely to 
have the language and experience to work 
well in a foreign Fortune 500 company.” 

Mr. Moreton says he suspects that for- 
eign MBA programs may be better placed in 
China since there is a much larger group of 
young managers working for foreign com- 
panies. But he adds that the problem in the 
MBA segment is that faculty costs are very 
high relative to generally lower tuition lev- 
els in China: “I don’t know if a top-tier 
school can make it work economically.” 

Bruce Stening, professor of manage- 
ment at the Beijing International MBA at 
Peking University, better known as BiMBA, 
says that a lot of foreign universities “lost 
their shirts in China” because they came 
with unrealistic expectations. “They 
thought being foreign was enough, but 
they had to be both foreign and high qual- 
ity.” Chinese students are increasingly 
well-informed about MBA programs and 
make informed decisions. “People here are 
very credential oriented,” Mr. Stening ex- 
plains. “They know what a good school is 
and what is not.” 

The Ministry of Education is also tight- 
ening up. “When I met a few years ago 
with Chinese Ministry of Education senior 
officials, they counseled us not to launch 
any new MBA programs,” says Robert 
Ubell, dean of the School of Professional 
Education at Stevens Institute of Technol- 
ogy, and head of the institute’s China ven- 
tures, “recognizing that even then there 
appeared to be an oversupply of programs 
from abroad.” In recent years, the ministry 
has required existing programs to apply 
for new approvals, and has been taking a 
closer look at new applications, a policy 
that has forced some foreign institutions 
to pull out or rethink their China dream. 


Steven Feld, executive director for in- 
ternational programs at the Robert H. 
Smith School of Business at the University 
of Maryland, says seven years in China has 
taught the school several things about op- 
erating in China. “One was that we need 
to be partnered with the right institution 
and also the right people in the university,” 
he says. “That was pretty opaque seven 
years ago.” 

Mr. Feld says that the university re- 
cently rethought its strategy and renegoti- 
ated its agreement with its partner, the 
University of International Business and 
Economics, which included partnering 
with the uIBE business school—it was orig- 
inally aligned with a nonbusiness oriented 
institute at the university. “We have re- 
newed our agreement with UIBE with sig- 
nificant revisions based on what we 
learned over the past seven years,” he says. 
The university is using this knowledge in 
negotiations to set up degree programs in 
areas such as finance and accounting. 

Mr. Hutchens, who ran the Beijing of- 
fice of the Smith School from 2005-07, says 
the program hit some bumps on the road. 
“They spent a lot of money, tried a lot of dif- 
ferent approaches and they have struggled,” 
he says. He adds that the program “hustled 
to find students,” and that although it had 
a quota, “we never banged up against it.” 
“We were never short of capacity, but we 
were filling seats.” 

Mr. Hutchens says that doesn’t mean 
that the business school has not succeeded 
in some ways, saying that some students 
have benefited from the program. “But if it 
had to be a stand alone as a P&L, it’s not all 
that clear that it would be flourishing.” 

The challenges are so daunting that 
most programs have had to concede that 
profits are not possible, at least in the near 
future. “No one dreams of making heaps 
of money here,” says Mr. Stening. “The ob- 
ject is generally not to lose money.” 

The costs of such programs are high for 








the local market, with the average 18- 
month EMBA program costing as much as 
$50,000—roughly half of what programs 
charge in the West, while the costs here 
can be considerably higher. For one, pro- 
grams have to bring in the bulk of the fac- 
ulty from abroad, a costly proposition. 
There is a serious shortage of competent 
Chinese business professors, which means 
foreign business schools must use home 
faculty to teach courses, something that is 
also mandated by accred- 
iting agencies. 

“Local professors can 
be very knowledgeable in 
their specific field of ex- 
pertise, but they often lack 
the depth of published re- 
search, consulting and 
global executive education 
delivery of the caliber of a 
Rutgers senior professor,” 
says Ira Cohen, chief rep- 
resentative, China EMBA 
programs for Rutgers University. Foreign 
professors who come in for intensive 
teaching blocks often fly in business or 
first class and then stay at five-star hotels. 
And to lure them to come to China, high 
salaries are often offered. “Unless U.S. 
schools in China are lucky enough to gen- 
erate large enrollments, the financial out- 
look is not good for them, given hefty 
faculty salaries and expensive internation- 
al travel and accommodation, says Mr. 
Ubell. 

Mr. Hutchens argues that foreign uni- 
versities have turned the traditional China 
model on its head: Instead of buying cheap 
here and selling expensive in America, 
where salaries are high, the China MBA 
model tries to sell a high-end American 
product in China, where incomes are 
low. “That’s tough to do,” he says, “espe- 
cially on a sustained basis.” 

Moreover, the regulations governing 
foreign universities entering the China 
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market are also worrisome. “If an institu- 


tion reads the rules before signing a mem- 
orandum of understanding with a Chinese 
partner, it either will or should have a seri- 
ous degree of concern,” he says. For one, 
all foreign universities setting up in China 
must have a local partner, and must also 
answer to local education bureaus and the 
Ministry of Education. 

Mr. Hutchens worries that universities 
and MBA accrediting agencies don’t take 
into account problems 
such as freedom of ex- 
pression in China. “It’s 
very clear that China is an 
important business fora,” 
he says. “But it’s also very 
clear that the assump- 
tions underlying a West- 
ern-style education are in 
conflict with the assump- 
tions that underlie Chi- 
nese politics.” He says the 
Chinese partner can set 
limits on what is taught, and he ticks off a 
handful of relevant topics that could be 
banned in the classroom: labor unions, 
corruption, the environment, politics, and 
even the economics of the Olympics. “If I 
was an accrediting agency, I would have 
some problems with that,” he says. 

Mr. Cohen says that local partners usu- 
ally demand 40% to 50% of revenues, and 
even if there is something left over, the 
rules make it difficult for any university to 
take profits out of China, except to cover 
overhead and overseas expenditures of the 
foreign partner. The Chinese government 
stipulates that profits be plowed back into 
the China program. Mr. Hutchens agrees 
that while most universities enter the mar- 
ket “with dreams of revenue enhancement 
dancing in their heads,” this goal is difficult 
to achieve given the many challenges. 

Those that do have the patience and 
staying power needed to survive in China 
have quietly shelved talk of making a prof- 





it here. Virtually none do. “This year and 
last year we broke even, and during the 
previous three years, we lost money,” says 
Mr. Cohen. “The Rutgers EMBA has never 
been looked upon as money making, but 
rather a break-even venture.” 

Mr. Feld says that as part of a state uni- 
versity, the Smith School must make 
enough money to cover costs, but he adds 
that, “We are not there to send profits back 
home.” Like others, he cites another ratio- 
nale for being in China. “Our motive is to 
be a global business school, and you can’t 
be a world entity without a presence and 
contacts in China,” says Mr. Feld. “If you 
are not here, it’s hard to hold up your head 
and say you’re a global business school.” 

While there are peripheral benefits to 
being in China, from exchanges between 
academics and students to the opportuni- 
ty to gain first-hand knowledge about Chi- 
na, Mr. Cohen suggests that setting up an 
EMBA program may not be the best way to 
accomplish these goals. “If you’re idea is 
to make money in China, that’s not going 
to happen,” he says bluntly. “If it’s to foster 
research, you don’t need an EMBA pro- 
gram. There are better ways to do that.” 
Mr. Cohen’s advice to universities consid- 
ering setting up new EMBA programs in 
China? “Don’t do it,” he says. “It’s just not 
a big market.” 

One of the biggest challenges now for 
foreign universities is the rapidly increas- 
ing number of home-grown business 
schools, sometimes established in leading 
Chinese universities that are already part- 
nered with one or more foreign business 
schools. The quality of local business edu- 
cation is improving rapidly, and it’s a posi- 
tive model because students can get a 
business education with a local focus, Chi- 
nese is the lingua franca in the classroom 
and tuition costs are significantly lower. 
Mr. Feld says that you can “count the num- 
ber of quality programs on your hands and 
feet,” but he says the choices are growing: 








“Today you can doa very high quality pro- 
gram at a Chinese institution that is world 
class, or rapidly approaching world 
class.” 

Mr. Feld points to the successful exam- 
ple of the Cheung Kong Graduate School 
of Business, set up by Hong Kong’s Li Ka- 
shing, which he calls “the biggest change 
agent.” He says the program, which has 
been successful at coaxing well-known 
Chinese academics teaching abroad to 
come back, has had a huge impact on local 
MBA institutions. The local competition is 
“changing the perception of what an MBA 
is. It’s going to grow the perception, grow 
the awareness and grow the demand,” he 
says. “Absolutely it’s competition, but it’s 
good competition.” 

In the meantime, foreign universities 
are seeking new and creative ways to sur- 
vive in the China market. Many are trying 
to establish relationships with leading 
multinational companies, where they offer 
short-term business programs tailor-made 
to the needs of these companies. Such ven- 
tures can earn welcome income and there 
is no need for a local partner. Schools are 
also seeking more expatriate degree can- 
didates. Mr. Smith says its Shanghai pro- 
gram is 60% Chinese, 40% from around 
the world. Rutgers, long a leader in target- 
ing foreign managers, claims 60% to 70% 
of its students are foreigners. 

But even these strategies are looking 
more tenuous in the wake of the recent fi- 
nancial crisis. Some programs are report- 
ing that students—unsure about their 
continued employment and whether or not 
their companies will continue to dig into 
their pockets to pay the hefty fees for tu- 
ition at a top MBA program-—are talking 
about dropping out. Meanwhile Mr. Cohen 
of Rutgers is looking on the bright side. 
“I'm praying that the downturn in the 
economy will mean an increase in enroll- 
ments because people will want to invest 
in themselves.” x 
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UST EIGHT YEARS ago, North 
Korea’s nuclear program was fro- 
zen, its reclusive ruler was ready- 
ing himself for a string of historic summits 
with the leaders of Russia, South Korea, 
and Japan, and some kind of lasting peace 
on the Korean peninsula seemed, if not 
imminent, then at least plausible. Most 
promising of all was that the East Asian 
powers were united in the cause of nego- 
tiating North Korea back into the interna- 
tional community. But by the end of 2006, 
North Korea was a proven nuclear power, 
had tripled its store of weapons-grade plu- 
tonium, and was withdrawing once again 
from the world. The regime was no nearer 
to collapse, nor the suffering of its people 
mitigated. 

Former CNN correspondent Mike Chi- 
noy charts the “meltdown” that culmi- 
nated in North Korea’s detonation of a 
half-kiloton nuclear bomb on Oct. 9, 2006. 
Unraveling the tangied skein of Kim Jong 
IPs “nuclear breakout” during the George 
W. Bush administration presents daunt- 
ing challenges. The main actor in this 
drama—the Democratic People’s Repub- 
lic of Korea—is one of the few hermetical- 
ly sealed societies left on this increasingly 
interconnected and exposed planet. There 
is minimal movement of individuals and 
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information across its borders, so the mo- 
tives of its leadership must be divined from 
bellicose pronouncements of the state me- 
dia, off-record asides by diplomats and 
confessions of defectors. Mr. Chinoy teas- 
es what he can from these sources, and is 
particularly adept at finding clear, consis- 
tent messages just beneath the surface of 
blustering D.P.R.K. rhetoric. 

The actions of Pyongyang’s nemesis, 
the Americans, can be equally confus- 
ing—not for a lack of transparency, but 
rather because, as Mr. Chinoy writes, “it 
is the story of an administration whose 
North Korea policy making was marked 
by infighting, incoherence, and diplomatic 
incompetence.” Students of American dip- 
lomatic history will find much grist for the 
mill here, particularly Mr. Chinoy’s portrait 
of the impotence of Colin Powell and inge- 
nuity of Christopher Hill. 

There are also important revelations 
about controversial aspects of the North 
Korean issue, most notably the limited na- 
ture of U.S. intelligence on Pyongyang’s 
highly enriched uranium program. Bush 
administration hardliners used the ura- 
nium issue to kill negotiations with North 
Korea in 2002, triggering Kim Jong II’s 
nuclear breakout. But Mr. Chinoy finds 
no empirical basis for having treated HEU 
as “an imminent danger,” a discovery that 
carries with it yet more disconcerting 
implications about the politics of intel- 
ligence in the United States. On this and 
other topics, Meltdown adds to the grow- 
ing literature on the dysfunctionality of 
the Bush administration, especially in its 
first term. 

But the North Korean debacle, as the 
“Six-Party Talks” framework implies, 


is not just about Pyongyang and Wash- 
ington. The dramatic transformations of 
China under Jiang Zemin and Hu Jintao, 
Russia from Boris Yeltsin through Vladi- 
mir Putin, Japan before and after Junich- 
iro Koizumi, and South Korea before and 
after Kim Dae Jung, are bound up in the 
story of Kim Jong Il and his bombs. Melt- 
down provides a fascinating window onto 
the emerging post-Cold War East Asian or- 
der, with important hints 
of what the future of di- 
plomacy may look like in 
the region, and what role 
is required of the U.S. 
Since 2000, those 
with the most at stake in 
the future of North Ko- 


economic ties and diplomatic negotiation, 
symbolized by the Pyongyang summit be- 
tween Kim Dae Jung and Kim Jong Il in 
the summer of 2000. 

There was reason to hope a conserva- 
tive government in the U.S. might continue 
building on this momentum. In the spring 
of 2001, Henry Kissinger argued on the edi- 
torial page of The Wall Street Journal that 
Pyongyang’s “road to Washington” must 
lead through Seoul. Just 
the opposite occurred. 
The Bush administra- 
tion ignored South Ko- 
rean policy and public 
opinion, which favored 
strengthening three Ts: 
talks, trade and tourism. 
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rea, their brethren to the 

south, have exerted the 

least influence on Ameri- 

can behavior on the pen- 
insula. This is in marked 
contrast to the late Clin- 
ton years. In 1997, South 
Koreans elected opposi- 
tion leader and former 
dissident Kim Dae Jung 
as the new president of the Republic of 
Korea, consolidating a full transition to 
multiparty democracy. Mr. Kim moved 
swiftly to reach out to the North in what 
he called the “sunshine policy.” The Clin- 
ton administration kept its North Korea 
policy aligned with Seoul, a solidarity built 
on the solid foundations of two democrati- 
cally elected governments. 

Having come back from the brink of 
war in 1994 during the first North Kore- 
an nuclear crisis, Bill Clinton in the final 
months of his presidency even considered 
traveling to Pyongyang to achieve a major 
breakthrough in U.S.-D.P.R.K. relations. 
The tentative rapprochement between the 
U.S. and North Korea reinforced South Ko- 
rea’s national consensus of pursuing grad- 
ual reunification with the North through 
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Coordinated U.S.- 
R.O.K. implementation 
of the “sunshine policy” 
toward North Korea was 
one of the early casual- 
ties of the Bush admin- 
istration’s “Anything 
But Clinton” doctrine. 
Newly elected George W. 
Bush found Kim Dae Jung 
and his sunshine policy “naïve.” Mr. Bush 
failed to see that the South Korean lead- 
er’s engagement approach was grounded 
in hard-headed realism about the difficul- 
ties of reunification. Mr. Chinoy relates 
Kim Dae Jung’s explanation (offered to Joe 
Biden) that “North Korea is like a mold.... 
Sunshine is the disinfectant.” 

Meltdown exposes the dysfunctionality 
that led the Bush administration to squan- 
der a historic opportunity to advance the 
cause of peace in Northeast Asia. The 
hardliner “cabal” of Cheney-Rumsfeld- 
Bolton was able to derail North Korea 
policy by outmaneuvering Colin Powell 
and State Department Asia hands. Their 
“tough” line on Pyongyang was based not 
on experience with and knowledge of the 
region, but rather on the a priori value of 


“toughness” itself. The hardliners used 
press leaks, diplomatic protocol state- 
ments and good old-fashioned political 
infighting to undermine efforts at nego- 
tiated settlements with Pyongyang. But 
overstretched from Afghanistan to Iraq, 
neoconservative policy makers lacked re- 
sources to back up hostile rhetoric with ro- 
bust action. So when North Korea, taking 
hardliners at their word, prepared for the 
worst by expelling [EAE inspectors, quit- 
ting the Nonproliferation Treaty, and test- 
ing a bomb, the U.S. did not act. 

The Bush administration managed to 
be both more threatening and less reso- 
lute than Clinton. Mr. Chinoy’s final as- 
sessment is devastating: 


“Unquestionably, the Bush administra- 
tion’s refusal for more than five years 
to engage in serious bilateral talks with 
North Korea—despite Pyongyang’s re- 
peated appeals—had been a central fac- 
tor fueling the nuclear crisis. The refusal 
to show respect, the personal insults about 
Kim Jong Il, and the macho talk about re- 
gime change—such as Dick Cheney’s fa- 
mous words, ‘We don’t negotiate with evil. 
We defeat it’—reflected the arrogance, cul- 
tural insensitivity, and ideological blind- 
ers that the hard-liners had brought to the 
administration.” 


The Bush-Cheney team neither nego- 
tiated with evil nor defeated it. Rather 
than follow South Korea’s lead in coax- 
ing the North into the “sunshine” of the 
international community, and encour- 
aging economic reforms like those that 
have improved standards of living across 
China and Southeast Asia, the U.S. ban- 
ished North Korea to an “axis of evil” that 
existed only in the rhetoric of George W. 
Bush. 

The North Koreans understood the 
Manichaean political theology of the White 
House to place them outside the realm of 
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peaceful negotiation. As Foreign Minister 
Kang Sok-ju explained to a U.S. diplomat, 
“We are a part of the axis of evil and you 
are a gentleman. This is our relationship. 
We cannot discuss matters like gentlemen. 
If we disarm ourselves because of U.S. 
pressure, then we will become like Yugo- 
slavia or Afghanistan’s Taliban, to be beat- 
en to death.” Facing the threat of “regime 
change,” Pyongyang chose the surest path 
tò regime survival—nuclear breakout. 

Things seemed to improve in 2007. In 
the U.S., the departures of Donald Rums- 
feld and John Bolton in the wake of the 
Republicans’ electoral defeat created the 
opening for Condoleezza Rice to advance 
a moderate foreign policy. Mr. Chinoy de- 
scribes how Ms. Rice provided cover for 
special envoy Chris Hill to take a proactive 
role, retaking the diplomatic initiative in 
negotiating with Pyongyang and breath- 
ing new life into the Six-Party Talks. 

President Bush’s team squandered six 
years before circling back to a starting 
point for negotiations with North Korea 
less advantageous than where it began. 
The next U.S. president cannot afford to 
waste any more time. With China rising, 
Russia resurgent, and Japan and South 
Korea increasingly assertive, the U.S. must 
go beyond the self-righteous rhetoric of 
“tough,” whether framed in the interest of 
national security and nonproliferation or 
human rights and antiauthoritarianism. 

Even now—with the Six-Party Talks 
moving in fits and starts—there is modest 
momentum across Northeast Asia along 
the tortuous path toward denuclearization 
and energy cooperation, normalization of 
diplomatic relations, and eventual reuni- 
fication of the Korean people on terms of 
their making. Hopefully the next Ameri- 
can president will move swiftly on the be- 
lated progress made by Mr. Hill, instead 
of once again conjuring up rhetorical ene- 
mies like the Axis of Evil, while the wheels 
of diplomacy idly spin. 
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Reviewed by SADANAND DHUME 


EN YEARS AFTER the end of 
Gen. Suharto’s 32-year reign, In- 
donesians can look back on their 
achievements with some satisfaction. De- 
mocracy has taken firm root: Heading into 
presidential and parliamentary elections 
in 2009, nobody seriously questions the 
country’s capacity to transfer power by 
the ballot. Separatist movements in Aceh 
and Papua have been quelled. Thanks to 
tenacious police work, the terrorist group 
Jemaah Islamiyah is on the run. An ambi- 
tious decentralization program has settled 
into place without, as feared, throwing the 
country into administrative chaos. The 
press, once a government poodle, is now a 
pitbull. Even the economy—though slug- 
gish compared to the go-go 1990s—has 
recovered from the worst of the Asian fi- 
nancial crisis. By way of comparison, in 
terms of democracy Indonesia is better 
off than China; in terms of development it 
remains ahead of India. 

It’s hard to imagine, then, that until the 
20th century the very word Indonesia-—let 
alone the idea of an archipelagic state in 
its present form—had little meaning. As 
the Australian scholar R. E. Elson recalls 
in his meticulously researched new histo- 
ry, for the Dutch it was the Netherlands 
East Indies, the tropical Netherlands or, at 
times, the fanciful sounding Insulinde (the 
islands of the Indies). Non-Dutch travelers 
often preferred the vague Eastern Seas or 
Eastern Islands, or the nakedly derivative 
Indian Archipelago. 
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Ruled by a relatively minor European 
power, one that was stingier with educa- 
tion and administrative responsibility for 
the natives than either the British or the 
French, Indonesians were slow to develop 
a national consciousness and an indepen- 
dence movement. Budi Utomo, or Glorious 
Endeavor, the association of medical stu- 
dents whose formation marks the coun- 
try’s first tepid nationalist stirrings, was 
born in 1908. It took another 20 years for 
activists at a youth conference in Batavia 
to famously pledge their allegiance to “one 
homeland, one people and one language.” 

At the time, the slogan represented as- 
piration more than reality. Portions of the 
homeland in question—including devoutly 
Muslim Aceh and Hindu Bali—had only re- 
cently been stitched together by force of 
Dutch arms. That the fiercely Christian 
Moluccans who played an outsize role in 
the colonial army, the refined Hinduized 
royals of central Java and the animist trib- 
als of Borneo constituted a single people 
would have been news to most Ambonese, 
Solonese and Dayaks. And while the ver- 
sion of Malay that would be called Bahasa 
Indonesia already linked the trading ports 
of the archipelago, its usage beyond its Su- 
matran heartland was patchy. Suffice to 
say, the grandmothers, and most likely the 
mothers, of the Sundanese, Minangkabau 
and Minahasans who attended the Batavia 
youth conference would have been unin- 
telligible to each other. 

Indeed, when Indonesia declared inde- 
pendence from the Dutch in 1945—prod- 
ded by the occupying Japanese who had 
invaded three years earlier—its leaders 
agreed on little more than the desire to 
rule themselves. Centralists and federal- 
ists jostled over the balance of power be- 
tween Jakarta and regional governments. 
Communists and non-Communists dif- 
fered on land distribution and the nature of 
the economy. Javanese and non-Javanese 
held incompatible ideas of the cultural ba- 


sis for national unity. Ethnic chauvinists 
and liberal cosmopolitans subscribed to 
opposite views on the status of the Chi- 
nese minority. Military men and civilians 
disputed the precise role and function of 
the army. 

However, what Mr. Elson calls “the 
greatest and most enduring division” 
concerned the role of Islam in the world’s 
most populous Muslim-majority nation. 
The dominant group at independence, 
nationalists led by Sukarno, believed in a 
modern, multiethnic and multireligious 
state in which people of all faiths would 
be treated equally. 
For Islamists such as 
Mohammad Natsir 
(1908-93), the point of 
banishing the Dutch 
was not merely to ful- 
fill a vague longing for 
freedom, but to create 
the opportunity to be 
more fully Muslim—in 
an environment shaped by Shariah and a 
polity that explicitly guaranteed Muslim 
dominance. 

Over six decades Indonesia has seen six 
presidents. It has swung from Sukarno’s 
permanent revolution to Suharto’s dour 
development state to the free-for-all of 
the post-Suharto era known as reformasi. 
Along the way, it has experienced one of 
Asia’s most infamous pogroms, the slaugh- 
ter of 500,000 suspected communists in 
1965-66; perhaps its sharpest economic 
setback, the 1998 collapse that led to Su- 
harto’s downfall; and the most devastat- 
ing natural disaster in living memory, the 
2004 Indian Ocean tsunami that killed 
225,000 people, most of them Indonesian. 
Through all this, the issue of Islamism, 
though appearing to fade between the 
mid-1960s and the early 1990s, has refused 
to disappear. 

Mr. Elson does not dwell on this detail. 
Indonesia, as he points out, has outgrown 
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both the rhetorical excesses of the Sukar- 
no era and the development-at-any-cost 
ambition of Suharto’s New Order regime. 
In their place he sees “modesty of purpose, 
pragmatism in attitude and gradualism in 
achievement.” For the first time, a coun- 
try whose independent history has only 
known competing forms of collectivism— 
both Sukarno and Suharto forbade dis- 
sent and emphasized unity—has opened 
the door to a culture of individual rights. 
Should Indonesia’s democracy continue to 
mature, as Mr. Elson appears to believe is 
likely, it will gradually overcome all dis- 
crimination based on 
race or religion, cel- 
ebrate pluralism in 
thought and culture, 
and reflexively respect 
freedom of speech and 
freedom of conscience. 

Needless to say, a 
sunny view of Indone- 
sia’s future is not en- 
tirely unwarranted. Compared to the rest 
of the Muslim world—with the possible ex- 
ception of secular Turkey and Tunisia—it 
remains a beacon of hope and moderation. 
The country’s cosmopolitan elites share an 
unselfconscious broadmindedness; the 
masses have historically favored nonsec- 
tarian parties over Islamists. 

Compared to their counterparts in 
South Asia, let alone those in the Middle 
East, Indonesian women enjoy a high- 
er status in society and greater access to 
education and careers. In outspoken de- 
fenders of religious and artistic freedom 
such as former President Abdurrahman 
Wahid, the country boasts Muslim lead- 
ers who are moderate by any yardstick and 
not merely by the special one usually ap- 
plied to Islam. 

And yet it’s equally easy to take a less 
sanguine view. The most reassuring as- 
pects of contemporary Indonesia are es- 
sentially holdovers from the past; the most 
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disturbing belong firmly to the present. If 
seen through the prism of pluralism—a 
thaw in attitudes toward the Chinese mi- 
nority notwithstanding—the growth of or- 
thodox practice and Islamist politics have 
already shrunk the big tent the country 
once represented. 

A generation ago, an ambitious, public- 
spirited Christian could aim for virtually 
any job in the country. Today the sectar- 
ianism fostered by organizations such as 
the Indonesian Association of Muslim In- 
tellectuals (CM9), and an accompanying 
sense of majority entitlement, have led to 
de facto barriers to advancement for non- 
Muslims in the civil service, state-owned 
companies and, albeit to a lesser extent, 
the higher reaches of the military. 

State-sponsored migration has fatally 
altered the demographics of traditionally 
Christian or animist regions such as the 
Moluccas and Papua. In many of the most 
devoutly Islamic parts of the country, local 
authorities have begun to experiment with 
Shariah, complete with vice squads, man- 
datory dress codes and compulsory Koran 
reading. Vigilante groups attack “unau- 
thorized” churches, heterodox Ahmadi- 
yya Muslim mosques and secular liberal 
gatherings with impunity. In parliament 
and in politics at large, the fundamentalist 
Prosperous Justice Party (PKS), modeled 
on the Muslim Brotherhood, beavers away 
at diminishing women’s rights, cultural di- 
versity and the ability to respond firmly to 
Islamist intimidation and violence. 

In short, the jury is still out on the idea 
of Indonesia. It may well evolve, as Mr. El- 
son and others of an optimistic bent sug- 
gest, as a benign liberal democracy with a 
strong commitment to human rights. But 
by the same token, the alternative, a state 
dominated by Islamist collectivism, in 
which nonconformist women, non-Mus- 
lims and heterodox Muslims are effec- 


tively second-class citizens, can hardly be 
ruled out. 
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Reviewed by LAN CHESLEY 


N THE 1970s, American foreign 
policy towards Iran was stuck be- 

tween two uncomfortable facts. 
The shah of Iran, a major ally of the Unit- 
ed States in the Middle East, was coming 
to be seen as a petty dictator who resorted 
to mass arrests and torture. On the other 
hand, the shah served as a bulwark against 
Soviet encroachment on the region’s vast 
energy supplies. Henry Kissinger, among 
others, decided that the shah would have 
to be “our man” despite his flaws, because 
abandoning him would mean his almost 
certain overthrow. In the end, that hap- 
pened anyway. 

Since 2001, the American foreign-pol- 
icy establishment has held closely to the 
belief that the key to the “war on terror” 
is a stable relationship with a cooperative 
Pakistani leadership. In reality, up until 
this year this has meant a constant reli- 
ance on Pervez Musharraf, a dictator who 
seized power in 1999 in a coup that was 
widely denounced by the international 
community at the time as illegal. In his lat- 
est book, Tariq Ali seeks to trace the his- 
tory of this fraught relationship. 

He argues that Pakistan’s very exis- 
tence, from its earliest days, has been pred- 
icated on a demanding, and at the same 
time stingy, American foreign policy, and 
a greedy but pliant Pakistani political sys- 
tem. This argument is encapsulated in an 
anecdote he reports about a picnic shared 
by the American ambassador and Paki- 
stan’s first president, Muhammad Ali Jin- 
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nah. After enjoying a colonial-style lunch, 
Jinnah turned to matters of real estate, of- 
fering his “Flagstaff” property as the fu- 
ture residence for American diplomatic 
staff. Mr. Ali maintains that Pakistan has 
been up for sale to successive American 
administrations ever since. 

Jinnah, or the “Great Leader,” as he is 
known in Pakistani propaganda and chil- 
dren’s textbooks, is not the only target for 
invective. Each successive administration, 
from the military dicta- 
torships of Ayub Khan 
and Yahya Khan to the 
Bhuttos and Nawaz 
Sharif, is taken to task 
for its blunders, corrup- 
tion, and failure to bal- 
ance U.S. demands and 
growing regional nation- 
alisms. He shows dicta- 
tors and democrats alike 
to be obsessed with the 
possibility of an Indian 
invasion, dedicated to the 
pursuit of nuclear weap- 
ons at the expense of a 
poverty-stricken popula- 
tion, and all too willing to enter into league 
with Muslim extremists to maintain their 
political footing. 

Very few major figures escape Mr. Ali’s 
stern criticism. One is Iftikhar Muham- 
mad Chaudhry, the chief justice of Pak- 
istan’s Supreme Court, who stood up to 
the Musharraf regime by ruling to dismiss 
corruption charges against Nawaz Sharif, 
the former prime minister who had been 
deposed in the 1999 military coup. Mr. 
Chaudhry also ruled on Mr. Musharraf’s 
right to run for re-election. 

These rulings eventually resulted in the 
declaration of a state of emergency by Mr. 
Musharraf, who dissolved the Supreme 
Court and arrested the chief justice. Ear- 
ly this year, Mr. Chaudhry was released 
from prison but even now has not been 
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reinstated. The fate of the Pakistani judi- 
ciary drove a wedge between the two main 
parties in the newly elected civilian gov- 
ernment, prompting Nawaz Sharif to pull 
his Pakistan Muslim League (N) out of the 
governing coalition with Benazir Bhutto’s 
Pakistan Peoples Party. 

The late Ms. Bhutto receives little mer- 
cy from Mr. Ali, who ignores her martyr’s 
halo entirely. While the Bhutto name sym- 
bolizes civilian rule to many in the West, 

it also carries the stench 
of corruption. Ms. Bhut- 
to and her husband, Asif 
Zardari, have been in- 
dicted in multiple Euro- 
pean courts for money 
laundering and corrup- 
tion, although many of 
the charges have been 


p” dropped. Mr. Zardari is 


now the president, but 
suspicions linger about 
his ability to break from 
his past associations. 

Mr. Ali has been an in- 
fluential voice among Pak- 
istani intellectuals since 
the 1960s. One of the most interesting pas- 
sages is about a mission he undertook to 
East Bengal (now the independent state of 
Bangladesh) during the 1971 war. Travel- 
ing in disguise, he entered India and had 
orders to cross into East Bengal and meet 
up with the Communist resistance there. 
Indian forces had already sealed the bor- 
der before his arrival, so he turned back 
to Calcutta, where an English journalist 
threatened to expose him unless he re- 
ceived an exclusive. Certainly a good tale 
of derring-do, but it also serves to remind 
that Mr. Ali’s postcolonial rhetoric about 
U.S. imperialism can be traced back to his 
Cold War sympathies. 

It is in his chapter on the recent histo- 
ry of Afghanistan that Mr. Ali’s ideologi- 
cal predispositions show through most 
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clearly. While he knows many of the ac- 
tors in Pakistan personally, his knowledge 
of Afghanistan comes through a thick fil- 
ter of leftist assumptions. At one point, he 
mentions Louis Dupree (anthropologist 
and author of a classic work on the coun- 
try), but only to repeat the KGB accusa- 
tion that he was an agent for the CIA. Mr. 
Ali expresses outrage at a short passage 
of reporting by Der Spiegel on the party 
culture of the Kabul NGo community, and 
then uses this to point to the fundamental 
illegitimacy of the government of Afghani- 
stan and the “amazing colonial arrogance” 
of anyone thinking that this point might 
be debatable. 

The reader finds himself wishing for 
some way of tracking down the sources of 
the book’s claims. But for Mr. Ali, docu- 
menting references to his sources in an 
endnotes section would be too much a 
distraction from his tendentious narra- 
tive. One would not notice this omission 
so much if the author had not troubled 
himself to use footnotes very occasional- 
ly—and in a way sometimes at cross pur- 
poses to his story. 

Like most analysts of Pakistan, Mr. Ali 
discounts the chance of an Islamic revo- 
lution on the Iranian model, since the 
strength of the army and its tradition of 
intervention in political affairs show no 
signs of abating. But it is that very army 
which stands in the way of basic reform. 

The prescriptions Mr. Ali lays out for 
solving Pakistan’s most pressing issues— 
education, economics and the political 
dynasties—sound reasonable enough, or 
would in an ideal world. For instance, uni- 
versal, secular English-language school- 
ing like Malaysia’s, as Mr. Ali calls for, 
certainly would transform Pakistan. But 
it is not clear how a project like this could 
be funded without entering into another 
bargain with the U.S. 
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Reviewed by REBECCA KANTHOR 


IAO YIWU REVEALS personal 
histories rarely found in official 

textbooks, at least not in Chinese 
ones. First published in China as Inter- 
views with People from the Bottom Rung 
of Society, the premise of Mr. Liao’s book 
was to give voice to those who have been 
ignored. 

As Mr. Liao explained in a BBC interview 
earlier this year, “Rich people have more 
rights to speech. Ordinary people from the 
lower classes have much less opportunity 
to speak out and tell their stories. IfI didn’t 
write about them they’d be buried in the 
darkness of history.” He talks with prosti- 
tutes, street musicians, beggars, criminals, 
outcasts, and migrants, and gives them an 
audience for their stories. 

A simple concept, but Mr. Liao quickly 
found that even the stories of regular peo- 
ple can be considered dangerous in China. 
When the book was published in 2001, it 
was a bestseller until the government or- 
dered it pulled from bookstore shelves and 
its publisher punished. 

The people Mr. Liao interviews in The 
Corpse Walker are neither leaders nor ce- 
lebrities, but they have been witness to the 
great changes in China over the past 50 
years that have inextricably shaped their 
lives. The original Chinese-language ver- 
sion featured interviews with 60 people 
and spanned two volumes. Mr. Liao and 
his translator, Wen Huang, whittled the 
English version down to just 27 interviews 
they felt would interest a foreign audience. 





œa Ms. Kanthor is a free-lance writer based in 


Shanghai. 
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Reading it after the Sichuan Earthquake of 
May 2008, the book is interesting for an- 
other reason that Mr. Liao couldn’t have 
planned for. Many of the interviewees are 
fellow Sichuanese, and the devastating 
earthquake adds one more facet to their 
life stories, leaving the reader to wonder 
what has become of them. 

The book is as much a reflection of the 
bottom rungs of Chinese society as it is of 
Mr. Liao’s own life. Both he and his sub- 
jects were victims of the times they lived 
through. As a young 
child he suffered from 
edema during the fam- 
ine but was cured by 
an herbal doctor. Later, 
his father was branded 
a counterrevolutionary 
and his parents were 
forced to divorce. 

After wandering 
around working odd jobs, he began to write 
poetry, but attracted government attention 
for a post-June 4 poem called “Massacre.” 
He spent four tough years in prison, strug- 
gling through torture and solitary confine- 
ment while battling suicidal urges. After his 
release, he returned home to find his wife 
had left him and his Chengdu residence 
permit cancelled. 

Mr. Liao had to start life all over again, 
this time from the bottom up, as a street 
musician. His experiences in prison as 
well as his life on the street brought him in 
close contact with many of the people he 
interviewed for his book. Some are fami- 
ly friends, fellow inmates from prison, or 
just people encountered on the street and 
in his travels. Speaking recently to Amer- 
ica’s National Public Radio, he reflected: 
“Prison was as catastrophic to my life as 
this earthquake. By going to prison I was 
able to know these ordinary people.” 

In the introduction, Mr. Wen describes 
the interviews as part literary and part 
journalistic. I call them stories, because 
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while the people Mr. Liao met are real peo- 
ple, the bizarre twists and turns in their 
lives make them seem strangely unreal, 
like characters in a novel. Also, while the 
stories read as transcriptions of a single in- 
terview, Mr. Wen explains they are instead 
reconstructions from memory of conver- 
sations over several encounters. 

The stories have one thing in common. 
They depict lives uprooted in the constant 
power struggles and political campaigns 
of the 1950s, and the famine and Cultural 
Revolution of the 1960s. 
A college communist 
follows his love and is 
branded a rightist. A 
public restroom atten- 
dant muses philosophi- 
cally on his job and the 
graffiti he removes each 
day. A blind erhu player 
explains the rules of the 
trade. A human trafficker proudly boasts 
of how he lures college women into lives of 
prostitution. A professional mourner tells 
of how he won a wailing contest. A feng shut 
master shows where his grave will be. 

Some tell stories that seem otherworld- 
ly in present day China. A leper watches as 
villagers burn his wife alive and then feels 
compelled to treat them to a feast. A safe- 
cracker escapes from jail by way of the la- 
trines, wading through human feces on his 
way to freedom. A village is so hungry dur- 
ing the famine that they begin eating their 
daughters. But as “the rightist” explains, 
“What happened in the 1950s might seem 
strange and abnormal today. But in that 
era it was very common.” 

The title of the book comes from in- 
terviews with a feng shui master and a 
professional mourner who both describe 
the traditional practice of corpse walk- 
ing. When people died on the road, corpse 
walkers were hired to carry their bodies 
back home. The feng shui master tells the 
tragic story of two corpse walkers who are 
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discovered by Communist soldiers and die 
for the crime of transporting the body of a 
Nationalist army officer’s wife. 

The story illustrates the tragic nature of 
those times. But what is fascinating about 
most of the interviewees is how they seem 
to accept the path their life has taken as 
part of a larger picture. Even those with 
the most depressing stories can still hold 
on to asliver of hope that is enough to keep 
them going. 


TEARING APART THE LAND: ISLAM AND 
LEGITIMACY IN SOUTHERN THAILAND 
by Duncan McCargo 
Cornell University Press, 235 pages, $21 





Reviewed by GEOFFREY CAIN 


HAI SECURITY FORCES were em- 
T broiled in a storm of controversy 

when, on Oct. 25, 2004, soldiers 
opened fire on Muslim protesters in the 
southern border town of Tak Bai, killing 
six, then arresting and piling hundreds 
into army trucks. When they arrived at an 
army camp three hours later, 78 detainees 
had suffocated. Later reports by Amnesty 
International and Human Rights Watch 
revealed the protesters were stacked as 
high as six people with their hands tied be- 
hind their backs, and were beaten as they 
lay helpless on the ground. 

Prime Minister Thaksin Shinawatra’s 
immediate response was to defend the 
military, claiming the protesters died be- 
cause they were “weak from fasting during 
the month of Ramadan.” No members of 
the security forces have yet been charged 
with crimes, though Mr. Thaksin’s succes- 
sor, Surayud Chulanont, apologized for the 
incident in 2006. 


ao Mr. Cain is a free-lance journalist based in 
Phnom Penh. 
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A catastrophic blunder by the Thai gov- 
ernment, the Tak Bai incident symbolized 
the climax of a wider, historically rooted 
clash between Bangkok and Malay Mus- 
lim separatists in the country’s south. The 
deaths helped radicalize a generation of 
young Malay Muslims and aggravated what 
renowned Thailand scholar Duncan McCa- 
rgo calls a “crisis of legitimacy” of the Thai 
state over its southern provinces. 

In Tearing Apart the Land, Mr. McCargo 
relentlessly criticizes what he calls “cook- 
ie-cutter” accounts by counter-terrorism 
analysts of the southern Thai insurgen- 
cy, which frame the conflict in terms of 
a generic clash of civilizations. Nor does 
the insurgency arise from socioeconom- 
ic grievances against Bangkok, he claims. 
Rather, he contends the insurgency is a lo- 
cal conflict, a “complex political problem 
centered on questions of legitimacy” wors- 
ened by inept government policies in the 
south and a cunning militant movement 
that exploits Bangkok’s errors. 

Mr. McCargo spares no detail in this 
gritty, fieldwork-based analysis. Unlike ac- 
counts that rely on secondary sources, the 
adventurous scholar placed himself at the 
center of the action in 2005 and 2006, con- 
ducting research in the southern province 
of Patani, where the militant movement 
was thriving. He avoids relying on vague 
accounts written from offices in Bangkok; 
rather, he goes out of his way to meet the 
purported militants themselves—dodging 
a slew of dangerous rumors affiliating him 
with Western intelligence agencies—and 
painting a different portrait of a conflict 
that is messy, awkward—and not jihadist. 

“I make no apology for the fact that I 
have consistently privileged these original 
materials over secondary sources such as 
published books, reports, and newspaper 
articles,” he writes, “partly because I am 
more confident of their reliability and also 
because I want to foreground new materi- 
als that are not available elsewhere.” He 


recommends serious students of the south- 
ern conflict read his book alongside field- 
work-based reports by the International 
Crisis Group and Human Rights Watch. 

While his account deserves credit for its 
rigor, attentive readers may notice he cites 
Wikipedia in the first chapter. Though 
the Web site maintains an extensive list 
of countries by homicide rate—showing 
Thailand’s remarkably low ranking—cit- 
ing an alternative source with the exact 
information would have been wiser than 
resorting to risky Wikipedia. He offers no 
justification. This citation, 
however, appears to be a 
small glitch as it does not 
continue into subsequent 
chapters. 

Despite Mr. McCargo’s 
vision of a muddy conflict 
in which militants and 
moderates are not readily 
separable, his book is or- 
ganized in a simple, com- 
prehensible order. First, 
Mr. McCargo examines 
Malay Muslim culture and 
identity, noting that some 
of the insurgency’s roots 
lie in students returning to 
Patani after studying in Muslim schools 
in the Middle East and Pakistan through- 
out the 1970s and 1980s; they brought with 
them radical Wahabist ideas that trans- 
formed some traditional Malay-Muslim 
practices. Compounding this was the de- 
clining authority of moderate religious 
teachers, who reaped financial incentives 
by embracing the Thai state’s new educa- 
tion system and alienated their followers 
in the process. 

Mr. McCargo then argues Bangkok’s 
plan to bring the Muslim south into rep- 
resentative politics only marginalized it 
further, as Malay Muslims constitute less 
than 1/40th of the population. Revered 
Muslim leaders remained deftly silent on 
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the southern violence; they neither wanted 
to aggravate extremists or appear sympa- 
thetic to them, leading many Malay Mus- 
lims to lose faith in their leadership. After 
the 2004 Tak Bai incident and subsequent 
storming of a mosque at Kru-Ze, radical 
Malay Muslims saw the Thai state as un- 
willing to engage in real representative 
politics and viewed violence as the only 
legitimate alternative. Beheadings came 
into the picture. 

In his final two analyses focusing on the 
security forces and radicals in the south, 
Mr. McCargo paints a 
farcical portrait of police 

and military forces. The 
National Reconciliation 
Commission, charged by 
Mr. Thaksin with find- 
ing a solution to the in- 
surgency, published a 
report in 2006 empha- 
sizing the movement as a 
matter of criminal justice 
and not terrorism, but in 
doing so aggravated new 
problems: qualified pros- 
ecutors were rare, ill- 
respected police forces 
armed themselves to the 
teeth, extrajudicial kidnappings became 
common, and “re-education” programs 
for militants incarcerated innocents. Vol- 
unteer militias also lacked proper training, 
once even opening fire on a Muslim fu- 
neral procession. Radicals exploited their 
mistakes with propaganda, he claims. 

This growing movement still boasts 
only a few charismatic leaders who ma- 
nipulate moderate masses without in- 
forming them of the exact nature of their 
operations. Chief among the leaders is 
Ustadz Soh, who convinced his students 
to storm security checkpoints with mere 
knives to steal military weapons on April 
28, 2004. Most were shot dead. The survi- 
vors claimed they had no idea what to do 
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with the weapons, or of the importance of 
their raids. But Mr. McCargo adeptly ar- 
gues that such youthful fanatical furies 
humiliated the Thai state. 

Mr. McCargo concludes, however, with 
a sparse selection of policy proposals for 
Bangkok. He contends that “any solution 
needs to focus primarily on the legitimacy 
crisis” and that “Thai-style virtuous legiti- 
macy will not wash in Patani.” But his sug- 
gestions are snappy and without any real 
elaboration; he mentions, in passing, offer- 
ing “substantive autonomy” to the South, 
brokered by the U.N. or Association of 
Southeast Asian Nations. While colorful 
in analysis and criticism, Tearing Apart 
the Land falls short on solutions. 


AIDS SUTRA: 
UNTOLD STORIES FROM INDIA 
Edited by Negar Akhavi 
Anchor, 352 pages, $13.95 





Reviewed by BEN FRUMIN 


O ONE SEEMS to know exactly 
how many people in India are liv- 

ing with HIv or AIDS. Many shock- 
ing statistics—like the c1a’s jaw-dropping 
prediction earlier this decade that India 
would have 20 million to 25 million arps 
cases by 2010—have been branded as vast- 
ly inflated. Still, the most recent, and most 
reasonable, estimates from the United Na- 
tions and World Health Organization are 
frightening in their own right. They put 
the number of Indians living with Hrv at 
roughly 2.4 million in 2007—approximate- 
ly 7% of the world’s 33 million-strong HIV 
population. The only countries with larger 
infected populations than India are South 
Africa and Nigeria. 





ae Mr. Frumin is a free-lance journalist formerly 
based in New Delhi. 


Like many governments of afflicted 
countries, India for too long unconvinc- 
ingly insisted that it didn’t have an HIV 
problem. Though the government has be- 
gun to come around on this issue in recent 
years, the millions of Indians living with 
HIV or AIDS remain largely misunderstood, 
blamed and shunned by their communi- 
ties. Victims of this epidemic are often os- 
tracized, the disease viewed as a justified 
punishment for immoral behavior. 

In an attempt to counter the brutal stig- 
matization of HIV and ars in India, there 
is an admirable if nascent drive to normal- 
ize, understand and accept the millions of 
Indians suffering from this disease. “There 
are nearly three million Indians living 
with Hiv today,” write Bill and Melinda 
Gates in the introduction to the collection 
AIDS Sutra: Untold Stories from India. “If 
we’re going to stop AIDS, we have to em- 
brace every one of them—regardless of so- 
cial class, line of work, or circumstance.” 

AIDS Sutra is one effort to help attain 
this goal. This bold collection of 16 sto- 
ries by some of the subcontinent’s most 
respected authors and journalists, while 
slightly flawed, is largely excellent, and 
takes us inside the lives of Indians strick- 
en with Hrv and alps, engendering the sort 
of understanding and acceptance of their 
condition that is a necessary precursor to 
successfully fighting the disease. 

Among the strongest pieces in AIDS Su- 
tra is William Dalrymple’s simply told but 
heartbreaking story of a family doomed 
by the cyclical, tangled mess of religion, 
caste, poverty, prostitution, hopelessness 
and disease that forms the sticky web of 
their inescapably despairing lives, entrap- 
ping not just this generation but also the 
next. In this case, a once-resentful sex 
worker, forced into the world’s oldest pro- 
fession by her mother, years later pushes 
her own daughters into prostitution. Both 
daughters then die of arps. “We have a lot 
of misery to bear,” the woman tells Mr. 
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Dalrymple. “But that is our tradition. That 
is our karma.” 

Kiran Desai, winner of the 2006 Man 
Booker Prize for The Inheritance of Loss, 
showcases what is easily the best writing 
in AIDS Sutra with a fantastic piece that 
captures with startling reality and pene- 
trating wisdom the lives of sex workers in 
the coastal state of Andhra Pradesh. The 
young writer Sonia Faleiro also produces a 
fine piece on the complex, corrupt and dis- 
turbing relationship between prostitutes 
and the police in Bombay. And Siddhartha 
Deb adds a compelling and 
sharply reported piece on the 
HIV/AIDS risk of intravenous 
drug users and sex workers 
in the insurgent-plagued hill 
district of Manipur. 

AIDS Sutra is, however, 
more than a depressing mé- 
nage of accounts of HIV/AIDS 
patients who may view them- 
selves “as time bombs, tick- 
ing down to a death,” as the 
American writer Nalini Jones 
deftly puts it. Ms. Jones’ sto- 
ry, “Love in the Time of Posi- 
tives,” imparts a message of hope in the 
face of anguish through the story of two 
HIV-positive Indians who were each tem- 
porarily and almost fatally devastated 
by the disease before finding love, com- 
fort and companionship with each other. 
Similarly, C.S. Lakshmi’s short but pow- 
erful piece about sex workers in Chennai 
shows the relative triumph of many in- 
fected prostitutes who, through a sort of 
communal empathic understanding, have 
overcome the adversarial relationship 
with their bodies that many women in In- 
dia, infected or not, experience, achieving 
a peaceful acceptance of their bodies and 
their virus alike. “I know I am HIV-posi- 
tive, but it is only a condition, not a curse,” 
one woman says. “I have the right to a nor- 
mal life.” It’s that normality—not only the 


ehh i 


FAR EASTERN ECONOMIC REVIEW œ> 


SIDS Su 


UNTOLD STORIES FROH 





seeking of it by those infected with the vi- 
rus, but the need for it to be acknowledged 
and understood by the healthy—that is the 
overriding theme of the book. 

Despite this noble message, AIDS Sutra 
is not without its problems. For instance, 
Salman Rushdie’s piece on eunuchs is 
slightly disappointing in light of the au- 
thor’s considerable talent. Several oth- 
er pieces in this collection wander from 
the topic of HIV/AIDS, painting intrigu- 
ing portraits of at-risk communities of 
sex workers and truck drivers that dis- 
appointingly contain only 
glancing brushstrokes in- 
dicating how the virus has 
or may affect them directly. 
In several of these stories, 
it’s almost as if the disease 
is half forgotten by a writer 
who’s fallen in love with his 
sources, HIV/AIDS relegated 
to the edge of an otherwise 
well-told story. 

Also, many of the collec- 
tion’s authors involve them- 
selves unnecessarily in their 
stories. More than one tells 
the reader about what he ate during his re- 
porting, as when Amit Chaudhuri explains 
how he “breathlessly” stopped at a Dom- 
ino’s in Bombay for a pepperoni pizza on 
the way to an interview at a hospital. Such 
wincing asides ought to have been edited 
out, as should some other glaring no-no’s, 
including Mr. Chaudhuri’s puzzling use of 
that journalistic sin of sins, “according to 
Wikipedia.” 

But at its core, AIDS Sutra is an act of ad- 
mirable charity aimed at raising awareness 
about and money for a debilitating epidem- 
ic. The book was produced in collaboration 
with the India Arps Initiative of the Bill & 
Melinda Gates Foundation. The writers do- 
nated their time and efforts, and the book’s 
proceeds will go toward a fund for children 
affected by HIV/aIDs in India. 
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While there’s little doubt that Arps Su- 
tra will open some eyes and change some 
minds, it’s debatable whether publishing a 
high-minded literary collection in English 
is the most effective way to achieve the 
wider goal. While any book with an agen- 
da risks diminishing its potential influence 
with a preaching-to-the-choir existence in 
an echo chamber, Arps Sutra seems partic- 
ularly susceptible to this problem. It isn’t 
India’s English-speaking intellectual elite 
whose eyes must be opened to the reality 
of HIV/AIDS; it’s the poor, marginalized, 
stigmatized and outcast, many of whom 
are illiterate in any language, let alone 
English. Theirs are the eyes that need the 
most immediate opening. 

There’s a telling example of this prob- 
lem near the end of Mr. Deb’s story. Hav- 
ing befriended a 23-year-old sex worker 
named Siami in Churachandpur (a district 
in the remote eastern province of Mani- 
pur), Mr. Deb follows her to a dilapidated 
wine shack where she turns tricks, hop- 
ing to look around. At first, Siami’s pimp 
is wary of Mr. Deb, justifiably concerned 
that he’ll get into trouble if Mr. Deb men- 
tions any of their illicit activities in a local 
newspaper. “But,” Mr. Deb writes, “when 
I told him that I was writing about it in 
a book unlikely to ever make its way into 
Churachandpur, he became friendly, invit- 
ing me in with an eagerness that was all 
the more surprising because of the squalor 
of the shack.” 

Mr. Deb is right. It’s incredibly unlikely 
that a copy of aros Sutra would ever make 
its way to a poor, struggling, forgotten 
district like Churachandpur. And even if 
a copy of the book did somehow find its 
way there, how many among Churachand- 
pur’s impoverished citizens would—or 
could—read its highbrow English prose? 
Of course, the people of Churachandpur 
aren’t this particular book’s targeted read- 
ers. While that’s not necessarily a prob- 
lem, it does raise an important issue. It 
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isn’t enough for members of at-risk com- 
munities like the young sex worker Siami 
and her anxious pimp to be characters ina 
book meant to raise awareness and engen- 
der understanding about HIV/AIDS among 
India’s intellectual elite. These people— 
the real live victims who could benefit as 
much as anyone from the lessons of AIDS 
Sutra—ought to be on the receiving end 
of outreach efforts like this book, not just 
characters in them. 


SERVE THE PEOPLE: A STIR-FRIED 
JOURNEY THROUGH CHINA 
by Jen Lin-Liu 
Harcourt, 352 pages, $24 
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Reviewed by Ron Gluckman 


ATELY, A GENEROUS helping of 
books on Chinese cuisine have 
begun to bulge book shelves— 
further evidence that the infatuation with 
China has moved mainstream. These sup- 
plement the even more prodigious diet of 
memoirs about a year or two ago. This 
book falls between the two categories— 
and deliciously so. Serve the People details 
the kitchen escapades of a seasoned Chi- 
na scribe who, in the process of investi- 
gating the intricacies of Chinese cuisine, 
becomes first a food writer, then an actual 
cook. There is humor in abundance as she 
moves up through the ranks from novice 
student chopper to credentialed chef. 
That is the story on the surface, but 
there is also a deeper search for roots by 
a Chinese-American woman, returned to 
the land of her ancestors, seeking more 
than the Holy Grail of the ultimate Shang- 
hai dumpling, something of a family leg- 
end. Jen Lin-Liu takes readers on a romp 


ae Mr. Gluckman is a Bangkok-based free-lance 
writer and former Beijing correspondent. 
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around the country, kind of like a Joy Luck 
Club of Chinese cuisine. Yet this is no junk- 
food journey. Her quest is seasoned with 
intriguing adventures and well-consid- 
ered questions about a society in transi- 
tion, resulting in rich insights into change 
in modern China. 

Ms. Lin-Liu, who had covered China 
for periodicals such as Newsweek and the 
New York Times, took the same hardnosed 
approach in her tough food columns, un- 
usual amongst the fluffy food writing in 
China. This earned the respect of some of 
China’s most celebrat- 
ed chefs and restau- 
rateurs. These include 
Jereme Leung, founder 
of Whampoa Clubs in 
Shanghai and Beijing, 
and one of the region’s 
youngest, most driven 
master chefs. Ernest, 
innovative in his dar- 
ing recipes, yet solidly business-minded, 
Mr. Leung becomes one of the book’s main 
characters, helping to illustrate China’s 
emergence as a new world center for fine 
dining, and all the associated challenges. 

Yet, his role also stands as arare upscale 
appearance, following Ms. Lin-Liu’s suc- 
cessful pitch to apprentice at his restaurant 
at the famed “Three on the Bund” in Shang- 
hai. Her probing questions and insights into 
the high-end restaurant market is a reveal- 
ing take on the upper end of the trends in 
expensive cuisine in China, or anywhere. 

However, this is but a small aside to the 
story. The main dishes really are served in 
confident and insightful sketches of the ca- 
reers, and more so the lives, of a dazzling 
array of ordinary but expressive Chinese: 
Chairman Wang, Ms. Lin-Liu’s crusty first 
tutor and a former Red Guard; dumpling 
king Boss Sun; Chef Zhang, a virtuoso noo- 
dle maker whose unparalleled skills still 
earn his stall only a few dollars a day; and 
a colorful cast of fledgling cooks, choppers 
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and ordinary restaurant workers like Lit- 
tle Han and the bewildered Qin. 

These common, often faceless hands 
and feet in China’s kitchens are also the 
driving force behind much of the change 
in China today. Even at high-priced eater- 
ies, cooking is largely a low-class position, 
while standard kitchen staff reside even 
deeper down the totem pole. Hence, most 
restaurant jobs in China’s cities are filled 
by a vast army of migrant workers who are 
not only feeding the country’s stomachs, 
but also its rapid economic growth. Tens 
of millions of migrants 
across the mainland 
have been uprooted 
from their rural lives 
to fill the jobs on con- 
struction sites, building 
the roads, subways and 
skyscrapers of modern 
China. They also labor 
in the mines that pro- 
vide the fuel for that growth. 

Many books have tried to illuminate the 
rough life of these migrants; Ms. Lin-Liu 
manages to bring a myriad of them to life 
in an almost effortless manner. Making 
friends with many co-workers, she follows 
a few around the country as they stumble 
from job to job, desperately trying to find 
a footing in the booming but unpredictable 
economy. While the well-researched reci- 
pes scattered throughout and the cooking 
insights might seem to be the focus of this 
book, it’s the stories about the workers— 
the side dishes, if you will—that really give 
Serve the People its unique flavor. 

It’s an approach we’ve seen before—Or- 
acle Bones, by Peter Hessler, who Ms. Lin- 
Liu credits as a mentor, and John Pomfret’s 
Chinese Lessons: Five Classmates, and the 
Story of the New China quickly come to 
mind. Both are also by former Beijing- 
based correspondents, and both seek to 
portray the mosaic of modern mainland 
life with a collection of in-depth sketch- 
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es of Chinese; former students in the case 
of Mr. Hessler, once a Peace Corps teach- 
er, and former classmates of Mr. Pomfret, 
who he reconnects with from his time as a 
student in the early days of China’s open- 
ing over a quarter of a century ago. 

What sets Ms. Lin-Liu’s book apart— 
besides the handy recipes for mainstream 
dishes such as smashed cucumber (exact- 
ly as the name implies, tossed with garlic, 
soybean oil and vinegar) or tea-infused 
eggs (the tea adds a tangy, smoky flavor) 
and details of simple dishes with exotic 
names (“Donkeys Rolling in the Dirt”)—is 
her warm style, intensely personal, and al- 
ways cheerfully conversational. The sense 
of authenticity is helped by believable char- 
acters who seem to be chosen at random, 
rather than by some advance outline. 

Then, there is one other factor: the ef- 
fort of the migrants to find a niche in New 
China mirrors Ms. Lin-Liu’s own personal 
odyssey. From American scholar in China 
she morphs into a hardnosed reporter who 
comes to realize her real love of China isn’t 
in exposes of the wrongdoing, but revel- 
ing in the aromas of her childhood. As she 
researches and rediscovers the essence of 
Chinese cooking, she is transformed from 
food writer to cooking school owner, even- 
tually finding romance (she married her 
fiancé in the book last month), and content- 
ment as a happy resident of the hutong, or 
old alleys, of Beijing’s ancient city core. 

Which isn’t to say this feel-good food 
story doesn’t include plenty of top-notch 
reporting. Ms. Lin-Liu takes readers inside 
an MSG factory, to unravel the longstand- 
ing myths over the controversial Chi- 
nese food additive; it’s also used in lots of 
Western foods, she notes. Ms. Lin-Liu also 
manages to comment on religion, corrup- 
tion and other pressing issues of modern 
China—all within the context of her clev- 
erly crafted tome on Chinese cookery. 

Ultimately, this is an intensely personal 
journal, and Ms. Lin-Liu has the skills to 
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pull it off. “I had learned the geography 
of the city by eating my way through it,” 
she says of her return to Shanghai, where 
she first lived in China, to take the position 
at Whampoa Club. Wandering the streets, 
she reminisces: “And then there were the 
string of nameless alleys I knew only by 
their aromas.” 

What makes this book click is Ms. Lin- 
Liu’s willingness to put herself on the line, 
as much as her characters. Hence, when 
she takes a job for a pittance on the dump- 
ling line at a run-down snack shop in the 
dire outskirts of Beijing, she wrestles with 
the taxi fare, often more than the shop 
makes in a day. She slinks out at a corner 
then sneaks into work. “I was living a dou- 
ble life,” she concedes, “and I liked it.” 

In many ways, the book plays a simi- 
lar role. On the surface, it’s a cooking book 
and a useful one at that—all the recipes can 
be utilized with only a wok and cleaver, 
she notes. But in looking at evolving China, 
it’s a surprisingly addictive page-turner. 
Ms. Lin-Liu leaves one hungry for anoth- 
er helping. 


AXIS OF CONVENIENCE: MOSCOW, 
BEIJING AND THE NEW GEOPOLITICS 
by Bobo Lo 
Brookings Institution Press, 

300 pages, $32.95 
oS 


Reviewed by NICK FRISCH 


T’S NEVER EASY to write a time- 
ly book on international relations, 
but pity the scholar who finishes 
a manuscript on China-Russia ties just be- 
fore one stages an Olympics and the other 
a war (on the very same day). That is Bobo 


Lo’s situation, and considering the rapid 
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pace of events, the Chatham House schol- 
ar’s book holds up remarkably well. 

It is penned largely in response to a 
rising tide of concern about the appar- 
ent robustness of economic, political and 
military ties between two authoritarian 
and increasingly assertive nations. Mark 
Leonard and Richard Gowan, both of the 
European Council on Foreign Relations, 
have sounded the alarm over an “axis of 
sovereignty” in which Russia and China 
use their clout in multilateral organiza- 
tions and elsewhere to 
protect regimes whose 
business or political 
interests coincide with 
their own. 

Russia’s prodigious 
energy exports and 
China’s voracious ap- 
petites seem to dovetail 
neatly, the two coun- 
tries are resolving longstanding border 
disagreements, and both military and mul- 
tilateral cooperation (e.g. via the Shang- 
hai Cooperation Organization) seem to be 
developing quickly. They share a taste for 
challenging American power, and both 
have national identities strongly tied to 
memories of great power status. Recent co- 
operation, reciprocal high-level visits and 
events like “The Year of Russia in China” 
in 2006 and vice-versa in 2007 seem to au- 
gur a long-term realignment of the world’s 
resources, priorities and attentions around 
both nations. This, the story goes, is espe- 
cially worrisome given historical distrust 
and animosity that seems to have been so 
easily overcome in the name of business 
and political expediency. 

But looking from the West, Mr. Lo ar- 
gues, it’s easy to forget that the vast ma- 
jority of Russia and China’s engagements 
are not with one another but rather with 
Europe and the United States; Mr. Lo fa- 
vors the phrase “axis of convenience” to de- 
scribe a link between two countries that he 
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| mr. Lo points to the mean- 


inglessness of “strategic 
partnerships” and the op- 
portunistic cynicism be- 


hind “friendship” talks. || 


contends is based on shallower tactical con- 
siderations with slim chances ofa long-term 
“strategic convergence,” let alone the sort of 
“special relationship” between Britain and 
the U.S. Marshalling an impressive array 
of statistics, he reminds readers that Rus- 
sian energy exports to China are a fraction 
of those to Europe, and comprise a fraction 
of China’s energy imports; disagreements, 
misunderstandings and mistrust have kept 
major pipeline projects on hold and post- 
poned a meaningful deepening of the ener- 
gy relationship. Russia’s 
traditionally conde- 
scending view toward 
China jars badly with 
the emerging reality of 
China’s superior power, 
especially among a Rus- 
sian foreign-policy elite 
that remains resentful 
and insecure about its 
massive loss of influence since the disinte- 
gration of the U.S.S.R. 

China’s elite, for its part, has learned to 
better manage hurt feelings over its his- 
torical humiliations, and takes a friendlier 
approach to a very wide world of which 
Russia is an important but peripheral 
part. China is content, for the time being, 
to be seen as a regional power, cultivating 
friends and soothing egos (not least Rus- 
sia’s) accordingly. Moscow, meanwhile, 
cannot reconcile itself to its loss of central- 
ity to global affairs and counts few friends 
among the international community. 

Besides telling us what’s there, Mr. 
Lo devotes plenty of time to emphasiz- 
ing what isn’t. Moscow and Beijing both 
specialize in highblown rhetoric, and he 
walks us through the meaninglessness of 
the “strategic partner” label and multiple 
bilateral treaties; the ineffectiveness of 
multilateral groups like the sco compared 
to NATO or even the Association of South- 
east Asian Nations; and the breezy, oppor- 
tunist cynicism beneath the “friendship” 
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talk that makes this relationship of expe- 
diency possible and mutually profitable. 

Axis of Convenience has a depth and flu- 
ency of analysis that is heavily lopsided to- 
ward Russia, Mr. Lo’s main area of expertise 
in both diplomatic and academic capacities 
and the topic of his previous books. Though 
by no means ill-informed about China—Mr. 
Lo can claim numerous contacts and visits, 
ethnic heritage and the occasional lecture 
invitation from that country—Mandarin- 
language sources are scarce, and Beijing’s 
complexities and foibles get little play com- 
pared to Moscow’s. He is much more com- 
fortable describing the dysfunctions and 
delusions of Russian foreign policy, often in 
those very words, than comparable flaws on 
the Chinese side. 

The conflicts of interest between Mos- 
cow’s central government, whose official 
line is harmony, and local administrations 
bordering China that play up racist fears is 
an excellent insight. But China’s central/ 
local government conflicts are long and 
storied, and at present sufficiently serious 
that regional politicians have been nick- 
named “warlords”—yet there’s no insight 
into how the problem affects the Chinese 
side. Russian-language terminology is also 
invoked more than Chinese, and Mr. Lo 
seems on much firmer ground describing 
the thoughts and worldviews of Messrs. 
Putin, Yeltsin and Primakov than those of 
Hu Jintao. 

Far from a fatal flaw, though, this book’s 
focus makes it a fitting companion for 
China-watchers looking to brush up on 
the situation with the Middle Kingdom’s 
neighbor to the north. Casual readers 
might occasionally need to look up defi- 
nitions of concepts like foreign-policy in- 
strumentalism, or the difference between 
strategic and theater missile defense, but 
in general the prose is accessible and the 
book flows clearly through neatly defined 
categories of shared interests—energy, mil- 
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itary hardware, regional security, loosen- 
ing U.S. hegemony—and broader analysis 
that ties them together in terms of policy 
makers’ prejudices and priorities. Central 
Asia, whose “stans” have been very much 
in the news lately, gets a thorough and in- 
telligent treatment. 

One false note—Mr. Lo’s contention that 
concepts and terminology like “spheres of 
influence” will lose currency among policy 
makers in the 21st century is undermined 
by Russian President Dmitri Medvedev’s 
invocation of that very phrase in the after- 
math of the Georgia war. In general, how- 
ever, his picture seems vindicated by the 
course of events. The Georgia war and the 
Olympics, two bids for international recog- 
nition and respect, not only reflected wildly 
divergent approaches to the outside world, 
but also showed that both countries are ori- 
ented much more to the West than toward 
each other. China is none too eager to tie it- 
self to this insecure and unpredictable Rus- 
sia, while Russia is sure to resent relegation 
to the status of China’s resource-provider. 

Mr. Lo concludes by sketching out sever- 
al potential futures of the relationship; the 
most interesting of these is “strategic ten- 
sion,” which sees a diversion of interests (as 
opposed to “strategic convergence”) that 
nonetheless manages to maintain stability 
and cooperation in key areas of common 
ground. While hardly warm, the rela- 
tionship could endure and remain stable 
through mutual recognition of the other 
party’s cynicism—Mr. Lo’s word of choice 
is “indifference.” 

Axis’s final thought: “[I|t cannot be 
stressed too much that good relations be- 
tween Russia and China do not pose a 
threat to the West. On the contrary, their 
partnership—such as it is—provides for a 
measure of stability and predictability that 
assists the building of a safer world.” From 
beginning to end, it is a point persuasively 
made. 
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INDIA: THE RISE OF AN ASIAN GIANT 
by Dietmar Rothermund 
Yale University Press, 288 pages, $35 





Reviewed by PIALI ROY 


N JULY 1991, the Reserve Bank of 
India did the unthinkable—it air- 
lifted the country’s entire gold re- 
serves to London. It was the only way to 
secure an international loan to stave off a 
balance-of-payments crisis after the first 
Gulf War had turned off the flow of money 
from Indians working in the region. This 
drastic step by the RBI took place a mere 
month and a half after the assassination 
of Prime Minister Rajiv Gandhi by a Tamil 
Tiger suicide bomber. 

That same month also marked the 
start of a new era in India’s history, when 
Prime Minister Narasimha Rao and his fi- 
nance minister and former governor of the 
RBI, Mr. Manmohan Singh, delivered the 
“Statement of Industrial Policy,” a rather 
insipid and bureaucratic title for a monu- 
mental task: opening India up to renewed 
foreign investment and ending the days of 
the Licence Raj. 

Authors from around the world must 
stand up and thank Mr. Singh for India’s 
economic liberalization, for without his 
tireless efforts there would be no market 
for “tell all” books about what makes India 
tick. Even serious academics have joined 
the fray, including German historian Diet- 
mar Rothermund, the professor emeritus 
of South Asian history at the University 
of Heidelberg, who first visited India in 
1960 and had the opportunity to interview 
Prime Minister Jawaharlal Nehru twice 
for a study on the freedom movement. 

In his latest book, Mr. Rothermund un- 
dertakes the difficult endeavor of not only 
tracing the history behind India’s recent 
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successes, but also considering the impedi- 
ments that may hold back further growth. 
In his words, India is a giant “rising like 
Gulliver after being released from the web 
of threads with which he had been pinned 
down.” Fortunately, he has ample experi- 
ence in economic history to play the social 
scientist through 19 tightly argued chapters 
covering a broad range of topics from feder- 
al finance to the robust newspaper industry 
to the country’s chronic water shortage. 

That India has remained a relatively 
stable democracy is puzzling to many. The 
reason, argues Mr. Rothermund, can be 
found in the pre-independence era when 
land-owning or revenue paying peasants 
were enfranchised by the British as the 
bulwark against urban nationalists. But in- 
creased rural indebtedness during the De- 
pression prompted them to transform the 
Indian National Congress into a de facto 
peasants’ party, a payoff that would lead to 
the postindependence Congress Raj. 

By the time Congress lost its hold on 
the country, regional parties were on their 
way to creating a new status quo witha 
flurry of coalition governments. Mr. Ro- 
thermund ably navigates through the 
plethora of political parties to untangle 
what he believes is the creation of a “new 
foundation for Indian democracy.” One 
example of this vibrancy is the Bahujan 
Samaj Party, a Dalit party founded in 1984 
whose leader, Kumari Mayawati, became 
the chief minister of Uttar Pradesh. When 
Ms. Mayawati’s rivals, the Samajwadi Par- 
ty, representing the group of castes known 
as the Other Backward Classes directly 
above the Dalits, began to siphon off some 
of her followers, she successfully wooed 
Brahmin candidates to run for her party. 
In the 2007 state elections, 37 of the Brah- 
min-Dalits won seats in the uP assembly. 

Of course, every book on India must 
devote the requisite attention to the twin 
gods of liberalization and information 
technology. Rajiv Gandhi receives credit 
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for loosening the stranglehold of regula- 
tion on an economy famously known for its 
Hindu rate of growth at 3.5%. His mother’s 
India was once ranked as the most “com- 
prehensively regulated market economy 
in the world.” Mr. Gandhi also made the 
prescient decision to allow foreign-made 
computers to enter India, killing off the 
nascent but protected manufacturing in- 
dustry. One of the companies hurt was 
Wipro, which Azim Prem- 
ji has since transformed 
into one of the darlings 
of the 1T world. Up until 
the recent U.S.-led finan- 
cial crisis, the software 
industry, along with the 
diamonds and the ready- 
made garment industries, 
composed more than half 
of India’s exports. 

Mr. Rothermund makes 
the case for innovation as 
one of the hallmarks of 
India’s rise. For example, 
when the United States de- 
nied Mr. Gandhi’s request 
to purchase the Cray supercomputer in 
1988 in fear that India would use it for its 
nuclear program, Indian scientists were 
able to develop their own “denial-driven” 
technology, PARAM, in only three years. 

But such praise for Indian ingenuity has 
a secondary purpose. Mr. Rothermund is 
at heart a historian who wants to play fu- 
turist, offering a little too much advice on 
every subject. Amid a discussion about 
the “shackles” holding India back (wa- 
ter, energy and infrastructures), he unex- 
pectedly suggests which technologies the 





country should adopt. In the case of coal, 
he prefers pressurized fluidized bed com- 
bustion, the most efficient way to convert 
Bihar’s fuel with its high ash content into 
a gas that could then be used to generate 
electricity. 

In these instances Mr. Rothermund 
turns back into a respectable but boring ac- 
ademic; his prose becomes turgid, bogged 
down by statistic after statistic, while the 

narrative is tossed aside. 

Sometimes his choice of 

subject seems out of left 

field, as if categories are 
being checked off. India’s 
famous “informal sec- 
tor” gets lumped into the 
“persistence of poverty” 
chapter, even though it 
deserves a more thor- 
ough discussion, as does 
the black economy. His 
India appears to have vir- 
tually no intellectuals (ex- 
cept for Amartya Sen), an 
interpretation echoed in 
his defiant praise of Shoba 
De’s pulp novels as an indicator of middle- 
class mores. 

India: The Rise of an Asian Giant is an 
excellent book for the patient reader intent 
on understanding the intricacies of In- 
dia’s political economy. Consider Mr. Ro- 
thermund’s opinion on Special Economic 
Zones: “The latest attempt at ‘patchy’ lib- 
eralization seems to be as faulty as the ear- 
lier attempts at imposing ill-considered 
schemes on the Indian economy.” After 
the Nano mess in West Bengal, Ratan Tata 
would likely agree. (W 
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NEW FORMS OF OLD REVOLUTIONS 
by Thomas Talhelm 


OR MY STUDENTS at South China 
Normal University Affiliated Mid- 
dle School—one of southern Chi- 
na’s most elite high schools—the future is 
filled with brand-name universities and the 
best jobs in China. But on this sunny No- 
vember day, a school bus took us down a 
road that would lead to the village of Feilai 
Xia, where these elite students would par- 
ticipate in xuenong (literally “study farm- 
ing”), a softened version of the Cultural 
Revolution’s “Down to the Countryside 
Movement.” 

Each year, urban students across China 
are required by their schools to spend time 
in the Chinese countryside, presumably to 
instill in them an appreciation for peasant 
life, the foundation of the communist rev- 
olution. Xuenong is an oddity not only for 
its socialist revival in fast-paced China, but 
also for a country where memorials of pain- 
ful events are much less common than ef- 
forts to simply forget. 

Mao Zedong launched the movement 
in 1968; in the following decade, an esti- 
mated 17 million urban “young intellec- 
tuals”—essentially anyone with at least a 
middle-school education—were sent into 
the countryside to recharge their revolu- 
tionary zeal. Often the students were as- 
signed to work in communities where their 
labor was not needed. Officially, the move- 
ment’s goal was to destroy and “reform” the 
“bourgeois” viewpoints of urban youth by 
forcing them to experience the life of the 
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peasant. In Balzac and the Little Chinese 
Seamstress, author Dai Sijie gives a rue- 
ful portrayal of the Movement: Students 
are forced to carry buckets of manure up 
and down a mountain and hide their books 
from a tyrannical rural leader. 

The Cultural Revolution was a subject 
that I caught only veiled and timid refer- 
ences to while living in China, but every 
so often I was afforded glimpses into this 
past, which were often little more than 
hints at what had actually happened. A 
retired woman, who was a student at Ts- 
inghua University when she was sent to 
the countryside, told me merely: “there 
was blood.” This woman belongs to the 
so-called “lost generation,” a group that 
never had the opportunity to finish their 
education. 

The similarities between this modern 
revolution and the Cultural Revolution 
were obvious, and I wanted to bring this 
to the attention of my students. After all, I 
knew that many of their parents and grand- 
parents were victims of Mao’s Down to the 
Countryside Movement. It was even pos- 
sible that some of my students’ mothers or 
fathers were actually named “Xuenong,” as 
it was common for children at the time to 
be named after political causes. 

But the irony of sending a group of stu- 
dents with the brightest futures in China 
to relive the very experience that may have 
robbed their parents and grandparents ofa 
good life was lost in the excitement on the 
bus. To these students, xuenong seemed 
like good fun—a rare opportunity to es- 
cape their regimented school life. 
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Today’s rustification programs do not 
curtail elite education, but are supposed 
to enrich it. And this time around, the 
emphasis is less on reforming “young in- 
tellectuals” and more on researching com- 
munity issues and inculcating a sense of 
appreciation for the hard toil of the peas- 
ant. During xuenong, students live in 
groups of two to six with peasant fami- 
lies, helping them to harvest rice or catch 
stocked fish. Each group of students is also 
assigned a research 
project to complete 
during the week, 
such as assessing 
village trash dis- 
posal or surveying 
local hospital ser- 
vices. 

The opportunity 
to experience xue- 
nong did not come 
easily. A teaching 
fellowship sent me 
to be an English 
teacher at South 
China Normal, but being a teacher did not 
automatically entitle me to travel to the 
countryside with the students. I managed 
to win a seat on our tan-colored bus only 
after indelicate persistence. As we rum- 
bled toward the farming village, the young 
students’ excited conversations bubbled 
through the compartment. 

The town of Feilai Xia, where students 
from this school have completed xuenong 
year after year, is named after the Feilai 
gorge in which it is nestled, about an hour 
north of the metropolis of Guangzhou. The 
houses of this village cluster around a town 
center, from which individual square plots 
of rice radiate out. The region is hot and 
wet, an ideal environment for the growing 
rice the students would harvest. 

The farmers in Feila Xia, who would 
play host to over 600 second-year high- 
school students from our school, were 
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relatively rich—far better off than those in 
the western and interior provinces. Most 
used machines to harvest the stalks ofrice 
in their fields. But for full revolutionary ef- 
fect, the farmers here had left large plots 
of rice tied into the shape of teepees for 
the students to cut and harvest by hand. 
Instead of gas powered machines, the stu- 
dents would use simple curved blades, just 
like farmers in less fortunate areas. 

Although not the school’s intention, the 
xuenong program 
is actually a kind 
of reverse-migra- 
tion aid measure. 
Since the opening 
of China’s econo- 
my in 1978, labor 
power has been 
moving en masse 
to big cities where 
there are better 
paying jobs. As a 
result of this labor 
outflow, many ru- 
ral families have 
been left without the hands needed to reap 
their harvest. 

One student of mine, 18-year-old Wu 
Hongbin, reaped the rice that his host fam- 
ily’s son would have reaped had he not left 
for a job in the city. “My hands were very 
painful after reaping the rice for nearly 
five hours under the sun,” Hongbin said. 
“But the owners of that rice were a cou- 
ple of elderly people who were almost 80 
years old and their children were working 
in [Guangzhou].” 

Despite the hard labor, my students told 
me they were enjoying their experience. 
Seventeen-year-old Carol Wang told me 
how the opportunity represented a chance 
to experience the life of a farmer. “I’ve 
never been to a rural village in Guangdong 
province before, so through xuenong I got 
to know what it’s like,” said Carol. 

And not all of the peasant families need- 
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ed as much help as Hongbin’s. The students 
at those houses spent their time roughhous- 
ing in the fields and resting in the shade. 
Next to a pond with stocked fish, students 
talked excitedly about the environment, re- 
marking on how blue the sky was and how 
they could actually see the stars and even 
the Milky Way at night. Others smiled wid- 
er than I had ever seen back on campus, as 
they told me about how xuenong let them 
escape the urban environment and its op- 
pressive pollution. Even at an elite school, 
many have had few opportunities to leave 
sprawling Guangzhou. 

Still others relished the freedom that 
came from bunking with peasant families 
rather than in strictly monitored school 
dorms. “Xuenong was a lot of fun,” Carol 
told me. “Sometimes at night we stayed in 
the living room and drank beer with the 
‘uncle.” Out of earshot from the adminis- 
trators, students told me of their late-night 
plans to sneak out and watch the stars. 
Hongbin was so excited he barely slept: 
“The countryside was a new world for us! 
Four nights of seven, I didn’t sleep or sleep 
in our rooms. I went to [a classmate’s]| host 
family to see the meteors and chat togeth- 
er till the morning!” 

Though the students labored on the 
farms, their stay was not free. The stu- 
dents were required to pay their host fami- 
lies 100 yuan ($14.64) to cover food costs, 
although many students conceded that it 
was not enough to cover the food their 
hosts provided. Hongbin enjoyed chicken 
dinners on three separate nights, only to 
later learn that his host family “hadn’t had 
chicken for half a year and only had some 
vegetables.” How “great [sic] the China’s 
farmers!” he marveled. 

The peasant families were just as gra- 
cious in letting me see their homes. One 
farmer opened the gate to the courtyard in 
front of his new house with a broad smile. 
During my visit to the farmer’s house, 
students were taking their afternoon nap, 
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some two to a bed ina pair of rooms to the 
side. The farmer invited me to view the up- 
per floors; the living room had a modern 
refrigerator, a small red altar of incense 
and a poster of Chairman Mao, the found- 
er of xuenong’s former incarnation. 

The house plot, like most in the village, 
was narrow. But his home rose four sto- 
ries high, and had tile flooring. The farmer 
smiled widely as he showed me his televi- 
sion and refrigerator because he knew his 
house was envied by his neighbors, whose 
homes were simple one- and two-story, 
brick homes. 

Most students lived in the brick homes, 
while the teachers, presumably less in 
need of revolutionary zeal, were holed up 
down the road in considerably more mod- 
ern accommodations at the town meeting 
building. The building included various 
nonrevolutionary provisions brought by the 
school, like a large color television set. 

It is tempting to see xuenong as an 
anachronism, especially against the back- 
ground of the teachers’ color TV and the 
students’ digital cameras. And as China 
races ahead, xuenong will continue to 
seem more and more dated, farther and 
farther from China’s new prosperity. For 
one, farming is becoming less of a part of 
Chinese society. A Chinese blogger com- 
menting on xuenong programs around 
Shanghai complained that the land around 
Shanghai “doesn’t have any ‘farming’ to 
study anymore.” 

Yet as outdated as xuenong may seem, 
it may also continue to be important sim- 
ply because it exposes the country’s future 
leaders to a part of China that is so differ- 
ent from their own. 

As the bus pulled away to take me back 
to Guangzhou, the rest of the students 
who remained in Feilai Xia were just wak- 
ing from their afternoon naps. Soon they 
would head back to their square plots, long 
since drained of water, to harvest the rice 
that they might later eat in a cafeteria. 1 


November 2608 





travellers’ dk A L E S 





Gotta Pick a Pocket... 


HERE’S A NOVEL way to make sure pesky 
foreign journalists don’t file negative re- 
ports when visiting your army-backed gov- 
ernment state: steal their equipment. At a 
recent conference aimed at highlighting 
investment opportunities in Bangladesh, 
TT happened to be with a Dutch Tv and ra- 
dio journalist who had her entire reporting 
equipment stolen while munching lunch at 
the conference venue. 

TT suspects that this disturbing display 
of larceny was not quite the impression the 
conference organizers were striving to cre- 
ate. Although, arguably the swiftness and 
dexterity with which the expensive elec- 
tronics were stolen speaks volumes about 
the efficiency and effectiveness of Bangla- 
desh’s youthful work force. Yet given that 
the thefts took place under “heightened 
security”—the chief adviser of the military- 
backed interim government, Dr. Fakhrud- 
din Ahemd, was the conference’s keynote 
speaker—suggests that the country might 
need to redouble its efforts if it plans to 
grow its security-services industry. 


The Times They Are A-Changin’ 


A JOKE MAKING the rounds in China: 
1949: Only socialism could save China 
1979: Only capitalism could save China 
1989: Only China could save socialism 
2009: Only China could save capitalism 


Government’s Wise Men 


THE HONG KONG Securities and Futures 
Commission takes its mission of educating 
investors seriously. Hence the latest column 
by “Dr. Wise” on the src Web site explain- 
ing that risk is, well, risk: “Most people will 
tell you that high risk brings high returns. 
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Of course the first point to make is that this 
is only half the story! High risk is exactly 
that and instead of high returns you could 
suffer serious losses and in extreme cases, 
you could even lose more than you invest- 
ed.” Wise words indeed. 


Naughty Melamine 


MELAMINE IS POPPING up in the most un- 
likely places. Britain’s Food Standards Agen- 
cy has issued a warning about melamine in 
a food product it refers to as “willy spread.” 
Reuters explains that the product in ques- 
tion is a chocolate-flavored sauce sold by 
the Ann Summers sex shops and manufac- 
tured by Chinese company “Le Bang.” 


Smelling a Rat 


IN BEIJING RECENTLY, TT 
found the ne plus ultra of 
movie piracy—a Chinese 
DVD copy of a Brazilian 
knock-off of a Hollywood 
picture. “Ratatoing” is 
a transparent remake of 
Disney-Pixar’s “Ratatouil- 
le,” from the blue rat who 
wants to be a chef down to aiii 
the logo of a chef’s hat over a rat nose and 
whiskers. The studio Video Brinquedo has 
a whole line of knock-offs of well known 
animation features: “Gladiformers,” “The 
Little Panda Fighter,” “The Little Cars,” 
“Little Bee” and “Tiny Robots.” If there’s 
any consolation for the creators of origi- 
nal films, it’s the fact that the pirates have 
started to turn on each other. 
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HE ASSAULT ON Bombay will likely prove to be another 9/11 in 
terms of its galvanizing impact on the target country and the 
world, prompting a much-needed renewal of commitment to 
fight the war on terror. The terrorists again sought out soft targets that 
were full of symbolism. Bombay is not only the financial capital of a rap- 
idly rising economy, it is also the embodiment of the best of India—lib- 
eral, tolerant, cosmopolitan, meritocratic and intellectually dynamic. 
Everything that the fundamentalists hate and fear. And everything that 
civilized people honor and must fight to protect. 

As Sadanand Dhume writes, the burning Taj is a wake-up call to In- 
dia that it cannot afford to continue muddling along with its policies of 
alternatively fighting and appeasing terrorism. U.S. President George W. 
Bush made an important contribution by setting the priority on fighting 
terrorism in all forms everywhere, not just as a matter of law enforce- 
ment but one of national security policy. Indian politicians must now 
follow suit and agree to put aside communal interests and differences. 
That will mean getting tough with all who use violence for political 
ends, whether they be Hindu, Muslim, Christian or Buddhist. 

India’s commitment to secularism has been the cork in the bottle 
preventing communal tensions on the subcontinent from burning out 
of control. But that commitment is now under threat from internal and 
external forces. Indian journalist Saba Naqvi describes how Muslim 
youth has been radicalized. And now the temptation will be for Hindu 
parties to capitalize on resentment against Muslims. 

Meanwhile, REVIEW Deputy Editor Colum Murphy writes from 
neighboring Bangladesh that hopes are perhaps unrealistically high 
for the return to democracy after two years of a transitional govern- 
ment, But the country has another opportunity to overcome the fac- 
tional strife which crippled past governments. Obtaining a mandate 
to improve governance is critical to giving Bangladeshis hope for the 
future and stopping the spread of fundamentalism. 

Finally, Indonesian journalist Noor Ismail tells of his brush with Is- 
lamic radicalism as a young student in that country’s most notorious 
religious boarding school, which trained several terrorists. Mr. Noor’s 
experience mirrors that of some cults, where recruits are brainwashed 
with the centrality of the religion’s teaching to all aspects of life. The 
lesson for governments on the subcontinent is that a critical aspect of 
this war is promoting secular education to prevent the next generation 
from being drawn into extremism. 
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Hold that Eulogy 


AN ECONOMIC SOLAR eclipse has arrived 
and the pundit soothsayers have left their 
caves to prophesy doom and gloom for the 
United States. David Roche (“Another Em- 
pire Bites the Dust,” October 2008), no 
doubt leading the pack, has written an ar- 
ticle which relies on epic rhetoric instead 
of sound analysis. The current economic 
crisis has more to do with former chair- 
man of the Fed, Alan Greenspan, and de- 
regulation than it has to do with Nero and 
Victoria. The sun has set on less regulated 
capitalism, but not on the legions of Ameri- 
can companies that will no doubt storm the 
frail walls of emerging markets for many 
decades to come. 

Nuance proves hard to come by in the 
rich poetic realm of tragedy for Mr. Roche. 
His article conflates the rise of autocrat- 
ic empires—Russia, China and Venezue- 
la—with the recent credit crisis. But these 
states were on the rise before the economic 
downturn, and the soundness of their eco- 
nomic policies remains to be proven. Chi- 
na retains a command economy in many 
ways. 

The U.S., although living above its means 
for some time, has also had the largest 
economy in the world for the last 50 years. 
This recent correction may show U.S. mod- 
els need more regulation, but it by no means 
calls the total neoliberal model into ques- 
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tion. Most importantly, the U.S. is a dem- 
ocratic country, and as such is susceptible 
to excesses during good times. Now is not 
the time to eulogize a system that has been 
proven to create sustainable growth simply 
because of a fart in its development. 

With appropriate economic tweaks over 
the next 10 years, what we will more like- 
ly see is a bipolar world, divided between 
autocracies—Russia, China et al~and de- 
mocracies with better regulated financial 
systems. If this is the case, let us not wail 
and beat our chests over our backsliding, 
let us charge forward with the conviction 
that the ideals of democracy should not be 
walked back upon and are not in decline. In 
a word, our economies are adjusting but our 
system is in no fatal tailspin. 

Jawahar Joshi 


Oh, the Irony of It 


FOR A DISGRACED warhawk like Paul Wol- 
fowitz “A Chance to Build on Taiwan’s 
Progress,” November 2008) to prattle on 
about democracy is a supreme case of hy- 
pocrisy. If the United States itself had been 
truly ademocracy, the Bush regime—which 
had lost the popular vote even with the Gop 
fixing of the Florida votes—would never 
have been allowed to occupy the White 
House in 2001, 

Hence, “Wolf Paul” and his neoconser- 
vative “first-strikers” would never have 
been allowed to launch the fraudulent 
and illegal war on Iraq. So, Mr. “Woeful- 
wits” deserves a place in a jail cell where 
he could spend time writing on the mem- 
oirs of a failed empire-builder. 

Danny 
via FEER.com 
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India’s Radical 
Islam Problem 


For decades India has ignored inroads made by radical Islam both 


at home and in its neighborhood. The recent carnage in Mumbai 


highlights the folly of its approach. 


by Sadanand Dhume 
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N THE FACE of it, India, with 
its stable democratic insti- 
tutions, vast middle class, 
and clutch of world-beating 
companies, appears an un- 
likely candidate for the company of such 
blighted lands as Iraq, Pakistan and Af- 
ghanistan. Yet, as recorded by the National 
Counterterrorism Center in Washington, 
between January 2004 and March 2007 
the death toll from terrorist attacks in India 
was 3,674, second only to that in Iraq. Since 
then, bombs have gone off in Hyderabad, 
Jaipur, Bangalore, Ahmedabad, Delhi and 
Guwahati. In that sense, the Nov. 26-28 ter- 
rorist assault on Mumbai, though excep- 
tional in its audacity and scope, is also part 
of a larger pattern, With Irag experiencing 
a spell of relative calm, the world’s largest 
democracy now likely holds the dubious 
distinction of also being the one least able 
to safeguard its citizens’ lives. 

Long praised as an example of how de- 
mocracy can defuse the threat of radical Is- 
lam—the ideology that seeks to order 





everything from the personal to the politi- 
cal according to the orthodox precepts of 
Shariah—in fact India is a text book case of 
how not to deal with the problem. New Del- 
hi’s counterterrorism effort has been weak- 
kneed, ham-fisted and hopelessly 
politicized. Instead of standing up for bed- 
rock democratic principles, its leaders re- 
flexively kowtow to fundamentalist 
demands. Public discourse on Islam oscil- 
lates between the crude anti-Muslim rheto- 
ric of Hindu bigots and the absurd platitudes 
(“terrorism has no religion”) favored by the 
chattering classes. More broadly, unlike 
Turkey and Tunisia, India has failed to 
modernize its 150-million strong Muslim 
population. 

India’s foreign-policy and military pos- 
ture show a proclivity for symbolism over 
substance that is easily exploited by highly 
motivated Islamist radicals. The country’s 


exes Mr. Dhume is the author of My Friend the 
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fellow at the Asia Society in Washington, D.C. 
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diplomacy consistently focuses on acquir- 
ing the trappings of great power status— 
underscored by the quest for a permanent 
seat on the United Nations Security Coun- 
cil—while neglecting the more pressing 
task of stabilizing the neighborhood. India 
boasts a blue water navy and aspires to 
guard vital shipping lanes between the 
Middle East and Japan. Meanwhile, it can’t 
deter jihadists from causing chaos in its cit- 
ies every few months. 

To be sure, not all of India’s troubles 
are of its own making. No country has 
been immune to the pendulum swing 
among Muslim populations over the past 
35 years that have forced secular modern- 
izers to cede political, intellectual and 
moral ground to radicals peddling a toxic 
version of their faith. In Pakistan, carved 
out of British India in 1947 as a homeland 
for South Asia’s Muslims, India faces a vis- 
cerally hostile neighbor that also happens 
to be, along with Saudi Arabia, the world’s 
leading exporter of militant Sunni fervor. 
(The revolutionary regime in Iran plays a 
similar role among Shiites in the Middle 
East.) Bangladesh, known as East Pakistan 
until it gained independence in 1971, ap- 
pears to be evolving into a somewhat tam- 
er version of its fraternal twin. 

Of course, any generalization about a 
nation of 1.1 billion people—with a Muslim 
population of 150 million—is impossible 
without caveats. Indeed, many of the most 
common clichés about India aren’t entirely 
without merit. The vast majority of Indian 
Muslims are indeed nonviolent, more con- 
cerned with the tribulations of daily life in 
a desperately poor country than with trans- 
national jihad. The community enriches 
the fabric of national life in countless 
ways—most visibly in movies, music and 
the arts. Moreover, Muslims hardly have a 
monopoly on intolerance or violence. Ina 


country of such dizzying diversity, there’s 


more than enough of it—based on caste, 
creed, language or land—to go around. 
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Nonetheless, the threat to India’s plu- 
ralistic culture and open society from rad- 
ical Islam—global in its reach, 
uncompromising in its ambition, often ni- 
hilistic in its tactics—is of a different order 
from anything else the country faces. If In- 
dia is to prevail in this fight, it first has to 
acknowledge the extent of the problem. 

To begin with the formal leadership of 
India’s Muslims is almost uniformly fun- 
damentalist in persuasion. The communi- 
ty, steeped in a culture of grievance 
mongering, fails to acknowledge the many 
opportunities offered by a secular and in- 
creasingly capitalist society, and refuses to 
look inward for explanations of Muslim 
backwardness. As in Europe, many Indian 
Muslims place a tribal loyalty to their faith 
above adherence to basic democratic val- 
ues such as freedom of speech and free- 
dom of expression. Most alarmingly, in 
recent years terrorist groups nurtured in 
Pakistan and Bangladesh have had little 
trouble attracting local accomplices. 

Before the most recent attacks in 
Mumbai, the consensus view in India was 
that the country could sprint toward de- 
velopment while ignoring the growing 
radical footprint within its borders and in 
the region at large. Only now is the folly of 
this approach becoming apparent. 
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Delhi claimed 62 lives. In 2006, a series of 
blasts on commuter trains killed 209 in 
Bombay. Last August, 42 people died in at- 
tacks on a restaurant and open-air audito- 
rium in Hyderabad. This year alone, 
terrorists have struck in six major cities in- 
cluding Mumbai. The toll: 365 dead and 
hundreds more wounded. 

Unlike their counterparts in the West, 
or in East Asia, India’s perpetually squab- 
bling leaders have failed to put national se- 
curity above partisan politics. The country’s 
antiterrorism effort is reactive and episod- 
ic rather than proactive and sustained. In- 
deed, the reflexive Indian response to most 
every act of terrorism is to apportion blame 
rather than to seek a solution that will pre- 
vent, or at least minimize, its recurrence. 

By contrast, even Indonesia—a still- 
poor Muslim-majority nation where sym- 
pathy for militants runs deeper than it 
does in India—has done an infinitely better 
job of recognizing that the protection of 
citizens’ lives is any government’s first re- 
sponsibility. There a superbly trained fed- 
eral antiterrorism force called Detachment 
88—aided in large measure by the U.S. and 
Australia—has ensured that the country 
has not suffered a significant terrorist at- 
tack in more than three years. Despite 
murmurs of dissatisfaction from the coun- 
try’s Islamists, President Susilo Bambang 
Yudhoyono, who has often caved under 
pressure on issues of tolerance and plural- 
ism, has refused to allow counterterrorism 
to become a political football. 

By contrast, India’s leaders—who tend 
to use the country’s best trained comman- 
dos as personal bodyguards—can’t even 
agree on a legal framework to keep the 
country safe. On taking office in 2004, one 
of the first acts of the ruling Congress par- 
ty was to scrap a tough federal antiterror- 
ism law called the Prevention of Terrorism 
Act, or POTA, that strengthened witness 
protection and enhanced police powers. It 
has stalled similar state-level legislation in 


the opposition Hindu-nationalist Bharati- 
ya Janata Party-ruled state of Gujarat. Hu- 
man-rights activists argue, with some 
justification, that antiterrorism legislation 
in India is routinely abused by the police, 
and that other laws give the state more 
than enough leeway to do its job. But in the 
law enforcement community there’s a 
strong consensus that scrapping POTA 
made it harder to prosecute suspected ter- 
rorists and sapped police morale. 

Despite a penchant for tough talk, the 
BJP hasn’t exactly distinguished itself ei- 
ther. In 1999, the hijacking of an Indian 
aircraft to then Taliban-ruled Afghanistan 
led a BJP government to release three 
hardened militants, including Omar 
Sheikh Saeed, the former London School 
of Economics student who would go on to 
murder Wall Street Journal reporter Dan- 
iel Pearl. The then Foreign Minister Jas- 
want Singh personally escorted the 
militants to Kandahar, from where they 
were immediately whisked away to Paki- 
stan. Two years later, the BJP mobilized 
tens of thousands of troops on the border 
with Pakistan after an attack on India’s 
parliament by the Pakistani terrorist 
groups Lashkar-e-Taiba and Jaish-e-Mo- 
hammed. In the end, however, despite its 
saber-rattling New Delhi failed to get Is- 
lamabad to hand over a single one of the 
20 terrorism suspects whose extradition it 
demanded. More recently, the BJP has 
failed to demand the same tough treat- 
ment for alleged Hindu terrorists as it does 
for Muslims. Instead it has fanned a child- 
ish debate on whether Hindus can be ter- 
rorists. (Short answer: They can.) 

The attitude of minor parties is, if any- 
thing, even less responsible. Those that de- 
pend on the Muslim vote regularly fall 
over each other to curry favor with funda- 
mentalists. The Samajwadi Party, for ex- 
ample, a powerful force in India’s most 
populous state, Uttar Pradesh, is a fierce 
defender of a militant group called the Stu- 
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dents Islamic Movement of India, or SIMI, 
an offshoot of the subcontinent’s leading 
Islamist organization, the Jamaat-e-Isla- 
mi. The communists, confined to three 
states in electoral terms but with a dispro- 
portionately loud voice in the national me- 
dia, consistently propagate the notion that 
“neoimperialism” and “neocolonialism” 
are bigger dangers than terrorism. 


Tolerance Gone Awry 


A CONFUSED RESPONSE to terrorism is in 
many ways the reflection of a flawed ap- 
proach to secularism. Unlike in Western 
democracies, Muslims in India are permit- 
ted by law to be governed by Shariah in 
civil matters such as marriage, divorce and 
inheritance. A consequence of this auton- 
omy has been the development of parallel 
societies in ghettoized enclaves of the sort 
that the Dutch, British, and French are 
scrambling to contain. Most of India’s 
Muslim middle class emigrated to Paki- 
stan at partition 60 years ago. In much of 
the community that remained, cultural 
markers of backwardness like high birth- 
rates and an aversion to educating girls 
have persisted. As a result, Muslim litera- 
cy rates and incomes lag behind the na- 
tional average. 

The community has also given birth— 
via Deobandism, the subcontinental cous- 
in of Wahhabism—to an outlook whose 
purest form is embodied in the Taliban. 
Abul Ala Maududi, who along with the 
Egyptians Sayyid Qutb and Hasan al-Ban- 
na was one of the founders of modern Sun- 
ni Islamism, spent more of his life in India 
than in Pakistan, the country with which 
he is usually associated. It was in India 
that Maududi formulated and expounded 
many of his ideas about a society and state 
run strictly according to the dictates of 
Shariah. In a survey of Indian Muslims 
conducted by the distinguished U.S.-based 
Pakistani scholar and diplomat Akbar 
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Ahmed for his book Journey Into Islam, a 
majority picked as their contemporary role 
models Maududi, the 19th-century Mus- 
lim supremacist Sayyed Ahmad Khan, and 
an influential Mumbai-based cleric named 
Zakir Naik, who publicly praises Osama 
bin Laden and calls for all Indians to be 
governed by Shariah. 

For the mainstream Indian media, a 
frank discussion of such matters is out of 
bounds. Even if this were not the case, 
though, the configuration of Indian politics 
is a recipe for paralysis. Muslims are be- 
lieved to vote as a bloc—a notion that, 
whether true or not, gives them enormous 
influence in a fragmented polity with a 
first-past-the-post electoral system where 
35% of the vote often ensures victory. Since 
Muslims constitute upward of 20% of the 
electorate in about 80 parliamentary con- 
stituencies, and at least 15% in another 40 
or so, a large turnout of Muslim voters is 
often decisive. (The Lok Sabha, or directly 
elected lower house of parliament, has a 
strength of 543.) 

The consequences can be seen in a num- 
ber of incidents. In 2006, for example, a 
minister in the government of Uttar 
Pradesh, Mohammad Yaqoob Qureshi, of- 
fered a reward of 510 million rupees for be- 
heading the Danish cartoonists responsible 
for “disrespectful” drawings of the prophet 
Muhammad. In Hyderabad last year, three 
legislators of a local Islamic party roughed 
up Taslima Nasreen, a Bangladeshi author 
who has been critical of Islam’s treatment 
of women and minority Hindus. A leading 
Muslim politician in Kerala, Abdul Nasser 
Madani, is a self-declared Islamist who 
spent nine years in prison for his role in a 
1998 terrorist attack that killed 46 people. 


The Pakistan Problem 


ALL THIS WOULD be challenging enough 
without the additional matter of Pakistan. 
The country has long been a magnet for 
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pan-Islamic radicals from around the 
world, among them Abdullah Azzam (1941- 
89), the ideological father of the anti-Soviet 
Afghan jihad, al Qaeda’s Osama bin Laden 
and Ayman al-Zawahiri, and their comrade 
in arms, Mullah Omar of the Taliban. A 
plethora of local groups, among them Lash- 
kar-e-Taiba (suspected to be behind the 
Mumbai attacks) and Jaish-e-Mohammed, 
though organizationally distinct from al 
Qaeda, share the same toxic ideology. The 
L-e-T was among the jihadist groups that 
banded together in 1998 under the umbrel- 
la of bin Laden’s Islamic Front for Jihad 
against Jews and Crusaders. Though for- 
mally banned in Pakistan since 2002, it op- 
erates openly and over the years has 
expanded its ambit from Indian Kashmir to 
the rest of the country. As recently as Octo- 
ber, its leader, Hafiz Mohammed Saeed, 
publicly called for terrorist attacks against 
India by declaring at a conference that it 
“only understands the language of force.” 
Along with Saudi Arabia, Pakistan is the 
world’s pre-eminent exporter of violent 
Sunni fervor—from Bradford to Borneo. 
The country’s Inter-Services Intelligence, 
a part of the army, in a sense pioneered the 
yoking together of modern weapons train- 
ing with pan-Islamic religious brainwash- 
ing, albeit initially with help from the 
Central Intelligence Agency. Many Paki- 
stanis are moderate; nonetheless sympathy 
for radical Islam runs deep. A 2007 poll 
showed bin Laden with an approval rating 
of 46%, higher than many of the country’s 
politicians. The radical Islamic outlook— 
obsessed with the glories of Islamic civili- 
zation, hostile toward non-Muslims and 
nonconformist women, and convinced that 
Jews and Americans are perpetually plot- 
ting against their faith—is shared by many 
who may disapprove of al Qaeda’s tactics. 
Under its new civilian dispensation, Is- 
lamabad now claims to be in a shared fight 
with India against terrorism. But it has yet 
to make even a minimal gesture of good 
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faith by handing over to Indian authorities 
Pakistan residents with civilian blood on 
their hands. Heading the list: the L-e-T 
leader Hafiz Mohammed Saeed and the In- 
dian mafia don Dawood Ibrahim, a Karachi 
resident who orchestrated the 1993 Mumbai 
bombings that killed more than 250 people. 
Ibrahim is also suspected of using his un- 
derworld network to aid the most recent at- 
tacks. Terrorist camps on Pakistan’s 
territory, including those in the Pakistan- 
administered portion of Kashmir, have 
never been permanently closed in a way 
that is verifiable by the international com- 
munity. Madrassas that have long stoked 
radicalism—including Jamia Binoria in Ka- 
rachi and Darul Uloom Haqgqania outside 


Peshawar—continue to thrive. 
U in Mumbai, the consensus view 
was that radical Islam, the most 
potent totalitarian ideology on the planet, 
posed little threat to India. India’s democ- 
racy, its innate pluralism, and the open so- 
ciety it has nurtured for more than 60 
years, were supposed to insulate it from 
changes that have worked their way 
through Muslim societies from Morocco 
to Mindanao. Democracy and economic 
growth were seen as the surest antidotes 
to extremism. 

In reality, India, beset by poor gover- 
nance, guided by an interpretation of sec- 
ularism that encourages Muslim 
separateness rather than integration, and 
pressed by neighbors that are unwilling or 
unable to act against terrorist groups that 
operate from their soil, is the major de- 
mocracy most vulnerable to radical Islam. 
How the struggle plays out in the years 
ahead will help determine, in large mea- 
sure, whether India achieves the kind of 
peace and prosperity taken for granted in 
much of East Asia, or whether it remains 
bogged down in the mire of one of the 
world’s roughest neighborhoods. = 


NTIL THE MOST recent incidents 
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Why India? 
Why Now? 


by Saba Naqvi 





NDIA IS USUALLY seen by 
the world as a nation with 
great resilience. It has been 
a land where the dominant 
Hindu philosophy is be- 
lieved to have shaped a fatalistic acceptance 
of the cycle of life, death and adversity. 
Even if that cliché were true, this time the 
fabled Indian tolerance may be near snap- 
ping point. 

We are still counting the corpses and 
reeling under the horror of the most auda- 
cious terrorist strike on India. We are now 
haunted by the fears of a future maimed 
by cold-blooded killers. We are afraid and 
angry. The 60-hour siege of Mumbai was 
a well planned and executed operation. A 
small militia invaded the city by sea not far 
from the historic structure built by the 
British rulers known as the Gateway to In- 
dia. How could a small band of men, no 
matter how motivated, do this to one of 
India’s proudest symbols, the Taj Mahal 
hotel, besides the slaughter in other parts 
of Mumbai? Indian intelligence services 
and the political class have become the fo- 
cus of public anger. 

Consider the images Indians saw in a 





country where 24-hour cable news chan- 
nels have proliferated and penetrated deep 
into the countryside. According to one ver- 
sion, at 9:21 p.m. on Nov. 26 the terrorists 
began their assault by firing indiscrimi- 
nately at passengers in the csT railway sta- 
tion in Mumbai, the heart of the city’s 
suburban and long-distance train network. 
Bodies strewn across a platform next to 
suitcases were the first horrifying images. 
Then the nation learned of the invasion by 
sea, and 36 hours into battle, Indian com- 
mandoes were airdropped by helicopters 
onto the roofs of occupied buildings. The 
pictures of a young man casually dressed 
in cargo trousers, trainers and T-shirt, 
confidently brandishing an assault rifle 
were bone-chilling. The climax: explo- 
sions in the heritage building, the trashed 
interiors of the Taj Mahal hotel, bodies be- 
ing flung out of windows and weeping rel- 
atives of the dead. 

India is familiar with terror and does 
not react with collective hysteria each time 
a bomb goes off. It is arguably the one coun- 
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try that has in recent decades battled all 
forms of terrorism—regional, foreign, 
homegrown Islamic and even Hindu terror. 
But as far as the Mumbai attack goes, all 
leads and logic point to it being planned and 
executed by groups emerging from the 
mess that is today’s Pakistan. The operation 
was conducted by motivated young men 
with the kind of training that is not yet ac- 
cessible to militants in India, but has been 
routinely acquired by terrorists in Pakistan, 
where renegade branches of a powerful 
military establishment have been known to 
provide intensive instruction to civilian 
groups propagating a fundamentalist Sun- 
ni-Muslim ideology. Global terrorists made 
a spectacular strike that has riveted the 
world. But questions remain: why India and 
why now? One view is that organized 
groups dealing in international terror now 
have a geopolitical agenda. Terrorists oper- 
ating in Pakistan’s northwestern region 
bordering Afghanistan have an obvious in- 
terest in keeping Pakistan’s forces engaged 
on the eastern flank as well, particularly 
along the border of the disputed state of 
Kashmir. It is to their advantage that India 
and Pakistan maintain a level of hostility 
and do not accelerate the peace process that 
was moving with some certainty and pur- 
pose before the Mumbai strike. 

In the chessboard of international di- 
plomacy, a few critical moves were recent- 
ly made. United States President-elect 
Barack Obama has shown great interest in 
pushing the two countries to resolve the 
Kashmir issue. For the U.S., it is imperative 
that Pakistan’s military resources are used 
to contain the Taliban, al Qaeda and assort- 
ed terrorist groups. Even the civilian gov- 
ernment of President Asif Ali Zardari had 
made some dramatic statements seeking 
friendship with India, adding to the terror- 
ists’ discomfort. Moreover, the first two 
phases of election currently underway in 
the India-controlled Kashmir valley have 
seen excellent voter turnout and belied the 


expectations of terrorist groups that there 
would be a boycott. (The third phase took 
place on Nov. 30, four days after the attack; 
voting figures were more than 60%). The 
day the Mumbai strike took place, Paki- 
stan’s foreign minister was in New Delhi 
meeting his Indian counterpart. The previ- 
ous day, the home secretaries of the two 
countries had met in Islamabad. The neigh- 
bors were faring better than they had in de- 
cades. Then the terror assault began. Indian 
Prime Minster Manmohan Singh stated, 
his voice shaking, that he “would take up 
strongly with our neighbors that the use of 
their territory for launching attacks on us 
will not be tolerated and there will be acost 
if suitable measures are not taken by them.” 
It’s not as if Indian leaders are not aware of 
the complexities of Pakistan, where civilian 
governments are shaky and trapped be- 
tween Allah, Army and America; it’s just 
that the relations between the two coun- 
tries carved out of Britain’s India holdings 
in 1947 are complex and often hostage to 
conflicting public emotions. There are 
times when the Indian people are support- 
ive of peace moves with Pakistan. But this 
is certainly not one of those times. 

It takes only a basic understanding of 
the Indian subcontinent’s politics to know 
that after an incident like Mumbai the room 
that New Delhi’s leaders have to maneuver 
in will be seriously circumscribed. As it is, 
domestic politics in India compels govern- 
ments to take hard postures against Paki- 
stan, without differentiating between 
elected leaders and the shadowy world of 
trained terrorists. Besides, Mr. Singh, who 
faces a general election in a few months, is 
a weak prime minister without a popular 
base. The resurgent right-wing Hindu na- 
tionalist party, the Bharatiya Janata Party, 
or BJP, is already attacking him for being 
“soft on terror,” as well as on the old issues 
of price increases and the economic slow- 
down. If the masterminds behind the 
Mumbai expedition had intended to vitiate 
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India-Pakistan relations, it was a task eas- 
ily achieved. They will have also succeeded 
in drawing the U.S. further into the realm 
of India-Pakistan affairs, with Washington 
now increasingly playing the role of mod- 
erator between New Dehli and Islamabad. 
In New Delhi, the government has be- 
gun a desperate damage-control exercise. 
The Home Minister Shivraj Patil, already 
under attack for several incidents of domes- 
tic terror, finally re- 
signed. Yet no one was 
fooled by this cynical 
cycle of Indian chest- 
thumping. Even alli- 
ance partners of the 
ruling Congress party 
raised serious ques- 
tions about intelli- 
gence lapses and the 
response time cum 
preparedness of secu- 
rity agencies. It had taken 12 hours for the 
crack commandos to begin their battle 
against the terrorists, who initially ap- 
peared to have a free run of the city. 
Post-Mumbai, Indians who had believed 
that their nation was an emerging econom- 
ic superpower have begun to realize how 
terrorism can derail this rise. One commen- 
tator called India a “sitting duck country.” 
Another influential editor asked why we 
were having as many terrorist strikes as 
Pakistan and Afghanistan. The question is 
valid. The Mumbai incident came after sev- 
eral serial terror attacks in Indian cities in 
2008. On May 13, nine bombs strapped to 
bicycles exploded in Jaipur, the capital of 
Rajasthan, one of the main tourist hubs in 
India. On July 25, eight bombs went off in 
the southern city of Bangalore. The very 
next day, 16 explosions ripped through 
Ahmedabad, the largest city in the indus- 
trialized state of Gujarat. Then on Sept. 13, 
nine bombs exacted a bloody toll in the na- 
tional capital of New Delhi. In all these cas- 
es, there was no doubt that the perpetrators 





Mumbai residents at a candlelit vigil held near the Oberoi Hotel in 
honor of those who died in the recent terror attacks in the city. 
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were homegrown terrorists. 

A group calling itself the Indian Mu- 
jahideen sent emails to the media just be- 
fore the Delhi and Ahmedabad bombs 
were detonated. India has the world’s sec- 
ond largest Muslim population, but the 
large minority constitutes just 14% of the 
country’s population. Like other social 
groups, Muslims in India also face issues 
of injustice and discrimination. At the 
same time, it is an 
undeniable fact that 
members of this 
group have risen to 
become top writers, 
artists, actors and 
even one president. 
Until recently, no 
front, clerical group 
or political party 
claiming to represent 
Muslim interests has 
ever spoken the language of reprisal and 
revenge. Indeed, until a year ago, many 
Indians would boast that the nation’s 
Muslims were not radicalized because In- 
dia had a healthy democracy in place, and 
all communities could vent their frustra- 
tions at the polling booth. 

Yet this year, Indians were confronted 
by the hard fact that a section of educated 
Muslim youth had indeed been radicalized. 
The emails sent by the Indian Mujahideen 
are worth deconstructing. Written in flu- 
ent English with several references to the 
Quran, the emails vent ire against the “in- 
fidel” Hindus. But the emails were, at their 
root, arecord of perceived injustices against 
Indian-Muslims by the legal system, politi- 
cians and some state governments. The au- 
thors of the hate-filled emails had also 
followed events across the world with great 
interest and unleashed a fair amount of 
abuse on the Americans and the Israelis. 
They were clearly trying to cast themselves 
in the role of Islamic warriors. They were 
using the psychology of international jihad 
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for stated goals that were wholly Indian. 
Yet their tactics did not include suicide 
bombings or military missions, They simply 
used the easiest method in the terrorist 
handbook: killing the innocent by planting 
bombs assembled with low-grade explo- 
sives at public sites. 

With the Mumbai attack taking place 
after the rash of terror strikes, there is an 
overwhelming feeling that India is now 
confronted by both internal and external 
ghosts. The country has certainly shown 
great resilience in dealing with all forms of 
terror in the past. The 1980s were con- 
sumed by the fight against Sikh terrorists 
who wanted to carve out an independent 
state of Punjab. Prime Minister Indira Gan- 
dhi was assassinated by Sikh bodyguards in 
1984. Seven years later, in 1991, her son Ra- 
jiv Gandhi was blown to bits by a female 
suicide bomber from the Tamil Tigers, or 
LTTE, angry about Indian military assis- 
tance to authorities in Sri Lanka. Christian 
terrorists have also been known to lead bat- 
tles for independence in the tiny northeast- 
ern state of Nagaland. And there was 
evidence this year that fundamentalist Hin- 
dus had crossed the threshold from mere 
rioting and spewing vitriol against minori- 
ties to assembling bombs. The story came 
on the heels of systematic attacks on the 
tiny Christian minority in Orissa. 

Some Indians argued that the entire 
story was a conspiracy because “Hindus 
can’t be terrorists.” This is belied by the fact 
that the LTTE in Sri Lanka fine-tuned the 
technique of suicide bombing, long before 
it caught on in regions with predominantly 
Muslim populations. 

Yet there is no denying that in today’s 
world no one can match the firepower and 
deadly intent of the terrorist who believes 
he is pursuing an Islamic cause and sees 
himself as pitted against a world that must 
be made to pay. But after the Mumbai at- 
tack, it should be recalled that the ideolog- 
ical roots of Islamic fundamentalism lie in 
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South Asia. Radical Islam is usually cred- 
ited to Sayyid Qutb (1906-66) of Egypt. But 
he in turn was inspired, among others, by 
Maulana Maududi (1903-79), the founder of 
the Jamaat-e-Islami in Pakistan. In her cel- 
ebrated book on Islam, A History of God, 
Karen Armstrong writes: “Maududi saw 
the mighty power of the West as gathering 
to crush Islam.” He proposed what some 
have described as an Islamic liberation the- 
ology, calling for a universal jihad by all 
Muslims to fight what he called the jahili- 
yah (barbarism) of the infidels and the 
West. He also described jihad as one of the 
central duties of Islam. In the post 9/11 
world, such ideas have been rediscovered 
and provide an ideological context for ter- 
rorism. Geopolitical policies pursued by the 
West have meanwhile created fertile 
ground for these ideas to catch on in Mus- 
lim societies. In the Indian context, with 
global jihad already out there as a potent 
idea, it was perhaps just a matter of time 
before a few educated but alienated Muslim 
youth would use the genuine grievances of 
the community to justify terror. 

There is a great deal of soul searching 
and public demand for a more professional 
approach to handling terrorism. But given 
Indian realities, the battle will now be 
played out in the political arena. The results 
of four significant state elections will 
emerge on Dec. 8 and will point to things to 
come. The rhetoric will sharpen in the next 
few months, as general elections have to 
take place by April-May 2009. The big po- 
litical question is whether the Hindu na- 
tionalist party, the BJP, will gain ground in 
acountry where terror strikes have now be- 
come routine. Currently, there is no direct 
finger-pointing at Indian-Muslims. Yet it is 
a certainty that politicians will make every 
effort to exploit the old Hindu-Muslim 
fault-lines. The terrorist spectacle in 
Mumbai has ensured that the country will 
be engaged with the questions of who and 
why for some time to come. i 
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Dhaka’s Halting 
Return to Democracy 


A sea change or more of the same old politics of deceit and corrup- 


tion? Only time will tell if the army-backed interim government 


has brought meaningful change to impoverished Bangladesh. 


by Colum Murphy 


mn ieee) lind 


S BANGLADESH PREPARES 
for parliamentary elections 
on Dec. 29, the prospect of 
areturn to democracy after 
two years of rule by an 
army-backed interim government has some 
citizens waxing optimistic. Taking a tea 
break at Begoni Bazaar, about 45 kilometers 
northwest of Dhaka, Rufiz Uddin, a 45- 
year-old subsistence farmer says he expects 
an end to Bangladesh’s bitter politics of di- 
vision. “There will be no hostility between 
rival parties as was the case for the past 20 
years,” says the father of five. “That parti- 
san attitude ... has been curbed by 1/11.” 
1/11 is shorthand for Jan. 11, 2007, the 
day the army declared a state of emergency 
and canceled elections planned for later 
that month. The generals claimed interven- 
tion was needed to end the violent conflict 
between the country’s main political par- 
ties that had brought the nation to a stand- 
still and resulted in 30 deaths. Shortly after, 
the military appointed an interim govern- 
ment charged with, among other things, 





bringing free and fair elections, and ending 
the antagonistic and hateful politics that 
had plagued the country for decades. 
While the interim government did 
achieve some of its original goals—not least 
being the creation of an accurate electoral 
list~it has not managed to dislodge the 
warring political leaders—Khaleda Zia of 
the Bangladesh Nationalist Party and 
Sheikh Hasina of the Awami League—from 
their positions of power. The best it could 
do was to imprison the two for extended 
periods on assorted charges, including cor- 
ruption and extortion. Now, many are hop- 
ing that the two have “learned a lesson,” 
and that incarceration has forced them to 
rethink and modify their ways, ushering a 
new era in Bangladeshi politics. 
Municipal and city elections held on 
Aug. 4 provided some hope that December’s 
elections will be smooth. Although those 
elections were nonpartisan, a report by the 
Washington-based National Democratic 


Institute stated that there were “no major 
incidents of election-related violence” re- 
ported and “the candidates expressed their 
general satisfaction regarding the overall 
voting environment.” 

But skeptics say any optimism at this 
point is misplaced, and that little has 
changed in the past two years. Postelection, 
cynics believe, will see a return to the cor- 
rupt and inept ways of old, characterized by 
poor governance and confrontation be- 
tween the women and their dynastic polit- 
ical parties. Should that be the case, the 
consequences could be grave. Political tur- 
moil and policy gridlock would be disas- 
trous for the country’s economy, which is 
already staggering from two years of eco- 
nomic mismanagement. Now, the economy 
is primed to take a further hit as a result of 
the global financial crisis. 

Of even greater concern is the nation’s 
_ security. If the next administration proves 
dysfunctional like many before it, Bangla- 
desh runs the risk of becoming a failed 
state. Like India and Pakistan, Bangladesh 
has its own share of nascent terrorist move- 
ments; a bombing blitz in August and De- 
cember 2005 killed 30 and injured more 
than 150. How did Bangladesh, a young de- 
mocracy of more than 140 million people, 
the majority of whom are Muslim, arrive at 
this critical juncture? 


New Bottles, Old Wine 


FROM THE OUTSET, the interim government 
made no bones about one of its key goals— 
the removal of Ms. Hasina and Ms. Zia from 
the political landscape. As Mainul Hosein, 
then chief adviser for law, justice and infor- 
mation to the caretaker government, told 
the REVIEW in June 2007, “As long as the 
two leaders remain, there is no hope to re- 
form politics,” he said. “The bad apples have 
to go.” With the elections just weeks away, 
the two are very much on the scene, and 
some argue they have bounced back from 


detention more emboldened than before. 

A number of factors explain this appar- 
ent about-face. First, the interim govern- 
ment had the misfortune of presiding over 
the country at a time of rapid price hikes. 
While it is unfair to blame it for all of the 
country’s economic woes, nonetheless or- 
dinary people attributed their daily hard- 
ship to the interim government. Monzurul 
Haque, chairman and managing director of 
Org-Quest Research, says his company’s 
surveys show that there has been a “dra- 
matic” decline in support for the initially 
popular interim government as prices in- 
creased. The price of rice, for example, dou- 
bled to 40 taka ($0.60) per kilo from 20 taka 
in the space of a few months. 

Mr. Haque says people also began to 
lose faith when the government’s initially 
feisty anticorruption drive began to lose 
steam. Given the tight two-year timeframe 
it had assigned itself to achieve its ambi- 
tious antigraft goals, the interim govern- 
ment should have pursued a strategic 
approach focused on major corruption 
charges within the political system, ana- 
lysts say. Instead it pursued corruption in 
public and private sectors, often applying 
dubious procedural methods. In the end, 
few of the significant corruption charges 
stuck. While the two party leaders both 
spent time behind bars, they were released 
on bail and the cases against them have yet 
to be fully resolved. Saber Hossain Chowd- 
hury of the Awami League is not surprised 
the interim government failed. He says the 
approach used was fatally flawed. “Reform 
should be basic, institutional. It should nev- 
er have been looked at from the perspective 
of personalities.” ; 

The interim government also grossly 
underestimated the power and influence of 
Ms. Zia and Ms. Hasina. This led to a “mod- 
ification” of the strategy for dealing with 
them. Now, it seems the government, some- 
what reluctantly, has deemed it necessary 
to work with these women, and to view 


Dhaka’s Halting Return to Democracy 1 


wo POLITICS ~® 


/ 


them as part of the solution to Bangladesh’s 
woes, and not part of the problem. 

While it bungled the anticorruption 
drive, the interim government did achieve 
some gains. Its biggest accomplishment has 
been the creation of a voter list, complete 
with photo identification, containing 81 
million names. Prior to that, there were 
huge discrepancies on voter lists. This was 
especially contentious as many of the con- 
stituencies that make up the 300-seat as- 
sembly are marginal, whereby the winner 
of seat in parliament can be decided by a 
few hundred votes. By calling on the army 
to knock on doors to compile the list, the 
interim government has left a considerable 
legacy to the Bangladeshi people. 

Hossain Zillur Rahman, adviser for 
commerce to the interim government, also 
points to reform of the Election Commis- 
sion, creating a more neutral body separate 
from the executive branch of the govern- 
ment; the strengthening of the Anticorrup- 
tion Commission; reform of the Public 
Services Commission; and the establish- 
ment of a functioning National Human 
Rights Commission. 

This type of “systemic” change to the 
country’s institutions will have lasting ben- 
efits. While there is a fear that the next gov- 
ernment might roll back reforms, it is 
unlikely such moves would be successful, 
says Mr. Zillur. He also insists the anticor- 
ruption drive was worthwhile. The culture 
of impunity in Bangladesh where people 
could “get away with everything and any- 
thing,” has taken a “massive hit.” 

` Even so, huge question marks remain as 
to whether any meaningful change has 
been effected at the often corrupt core of 
Bangladeshi politics. “Basically nothing 
changes,” says retired Lt. Gen. M. Mahbu- 
bur Rahman, a former chief of army staff 
and a senior member of the BNP. “It’s the 
same old wine in a new bottle,” he says. Un- 
der the interim government, “the people of 
Bangladesh wanted a big change. They 


wanted the institutions of democracy to 
take firm root, they wanted to see healthy 
politics and sustainable democracy to 
emerge after free and fair elections. These 
hopes and aspirations have been frustrat- 
ed,” says Gen. Rahman. 

Interim government appointed ambas- 
sador to the World Trade Organization 
Debrapriya Bhattacharya urges realism: 
“Those that asked for the sky and the moon 
have been over-ambitious.” In short, he 
says, there has been a “sea change” in Ban- 
gladesh in recent years. “Two years is only 
a small dot in the history of this country.” 


No Time to Spare 


TIME Is A luxury that Bangladesh does not 
have. On the one hand, pressing economic 
problems need to be tackled in the short to 
medium term. On the other, in the medium 
to long term, stabilizing the country and 
making it secure from threats such as ter- 
rorism will require capable leadership. 
Some argue that, even if Ms. Hasina or Ms. 
Zia wanted to, they simply don’t have the 
skills needed to guide Bangladesh through 
the difficult times that lie ahead. 

Even at the best of times, Bangladesh 
can be described as an economically chal- 
lenged country. Annual per capita GDP is 
around $600 (40% less than India’s). Yet in 
the period 2003-06, GDP growth averaged 
a healthy 6% per annum, according to the 
Asian Development Bank. A common re- 
frain is that under competent government, 
that growth rate could be much higher, giv- 
en the right environment. 

But the global economic downturn is 
placing further challenges in the path of the 
country. Of Bangladesh’s $79 billion epre in 
fiscal year 2007-08, total exports accounted 
for $14 billion, with garment exports at 
around $10 billion. Similarly, the economy 
is reliant on remittances from overseas 
workers. Millions of overseas Bangladeshis 
recently sent home around $8 billion per 
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annum. Should the economies of the Gulf 
states see a prolonged economic downturn, 
construction projects in the region may 
take a hit, triggering a flood of returnees. 
Attracting FDI remains a sore point, es- 
pecially after a fiasco with Tata. The Indian 
group had previously announced plans to 
invest $3 billion in power and steel plants 
in the country, but had to pull out due to 
government indecision and backtracking 
on core issues. 
While the inter- 
im government has 
been in power, rep- 
resentatives of the 
business communi- 
ty have been work- 
ing to spearhead 
key reforms in the 
country’s economic 
sector. Out of 249 
reform recommendations agreed upon by 
the private sector and interim government, 
113, or about 40%, have been accepted. Hos- 
sain Khaled, president of Dhaka Chamber 
of Commerce and Industry, says he would 
like to see, for example, the time needed to 
set up a business cut to two to three weeks 
from the current three months or more. 
While some of these changes already 
have been made official, the bottom line is 
that the full realization of the advance- 
ments made under the interim government 
will depend on the next government. The 
question is whether the new government 
will share the enthusiasm and continue 
with meaningful and sustainable reform. 
The BNP and AL both have mixed track 
records on reform. Syed Akhtar Mahmood, 
senior program manager with the Interna- 
tional Finance Corporation’s Bangladesh 
Investment Climate Fund, says the BNP did 
well when it first came to power in the 
1990s in terms of trade liberalization and 
financial-sector reforms. Thereafter, AL 
took over and slowed the trade-liberaliza- 
tion reforms, but the party did “quite well” 





in the power sector. In 2001, the BNP re- 
turned to government, but during that term 
the party “lost momentum” on reform. 
“However, I would call that a bit of an aber- 
ration,” says Mr. Mahmood. “I wouldn’t 
draw the conclusion that they are less re- 
formist with regard to the investment cli- 
mate than the av.” 

Security is also a concern. The country 
has a long history of political violence and 
a more recent his- 
tory of terrorism in 
the name of Islam. 
In the wake of the 
2005 bombings, a 
tough crackdown on 
terrorists ensued, 
with the govern- 
ment outlawing a 
number of radical 
Islamic groups in- 
cluding Harkat-ul-Jihad-al-Islami Bangla- 
desh and Jamaatul Mujahideen Bangladesh. 
Under the interim government and emer- 
gency law, terror attacks have subsided, but 
the threat has not disappeared. As recently 
as mid-November, Reuters reported that 
Bangladesh security forces captured a se- 
nior leader and seized 70 kilograms of ex- 
plosives when they raided a shelter of a 
banned Islamist group. 

The Mumbai attacks could also have im- 
plications for Bangladesh. The “success” of 
the attacks from the terrorists’ perspective 
could serve to embolden Bangladesh's 
homegrown terrorists ahead of the Dec. 29 
elections. A victory by the aL in the elec- 
tions could represent a major setback for 
Islamists determined to make Bangladesh 
into an Islamist state. (While the country’s 
official religion is Islam, most Bangladeshi- 
Muslims can be described as moderate.) 

From an international perspective, 
many Indians have long harbored suspi- 
cions that terror carried out on Indian soil 
can be traced to its neighbors, mainly Pak- 
istan, but also Bangladesh. An increase in 
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tension between India and Bangladesh 
would be very bad news for Dhaka, not least 
because of the economic opportunities the 
growing Indian economy represents. 


Out of the Rut 


THE FIRST STEP is to achieve free and fair 
elections. In this respect, the political par- 
ties must take steps to ensure that their 
supporters do not take to the streets in vio- 
lence, as was the case during the last elec- 
tion. Clearly Ms. Hasina and Ms. Zia have 
the power to prevent that if they so wish. 
The interim government and the interna- 
tional community need to stress this point 
in the weeks ahead of the elections. 

Ms. Hasina and Ms. Zia also must take 
a responsible attitude by honoring the elec- 
tion’s outcome. Bickering over results or 
boycotting parliament would be extremely 
counterproductive and dangerous, given 
the significant problems that need to be ad- 
dressed. The longer-term challenges are 
even more daunting. Whoever comes to 
power needs to develop appropriate poli- 
cies to get the economy back on track, and 
must work to minimize the threat posed by 
the tiny minority of radical Islamists. Sus- 
tained government incompetence and mis- 
management of the economy could push 
disgruntled citizens to seek out alternative 
solutions to their problems—potentially 
driving some into the arms of Islamist par- 
ties, such as Bangladesh Jamaat-e-Islami 
(BJ1). While the party got less than 5% in 
the parliamentary elections of 2001, the ap- 
peal of its pro-social welfare manifesto 
could one day find greater traction. And the 
party is prepared to wait patiently. “Day by 
day they [the people] will want a big BJL,” 
says Ali Ahsan Mohammad Mojaheed, the 
party’s secretary general. “It won’t happen 
overnight, it’s a gradual process. If you want 
to run a country you need more time.” 

There may also be some ways to reduce 
the influence of the leaders, although the 


FAR EASTERN ECONOMIC REVIEW «= December 2008 | 


eenean A e e emm iran re aa 


www. feer.com 


interim government tried to do this and 
failed miserably. One approach would be 
for the business community to continue to 
spur the economy through exports and in- 
vestment, while trying to persuade the gov- 
ernment to draw on the private sector’s 
considerable skill base to help shape busi- 
ness policies. The interim government had 
started to do that. It remains to be seen 
whether the next government will have the 
vision, let alone the incentive, to continue 
with such public-private cooperation. 

Other approaches to bringing change 
from the grass roots up will take time, but 
if pursued diligently and with support from 
the international community, they could 
yield results. For example, strong pockets 
of pro-reform elements exist within the 
parties. They hope to make the parties 
more democratic and give them a policy- 
driven, not personality-driven, foundation. 
At present, these voices are, on the whole, 
being stifled. In the future, it could be that 
party leaders become more open to internal 
calls for reform, and improve the way they 
conduct their internal decision-making. 

Others are looking to more fundamental 
structural changes, such as a proportional- 
representation system—which some argue 
would place less emphasis on money poli- 
tics—or enhanced autonomy for local gov- 
ernment, to curtail the power of the central 
government. “If something changes, such 
as the introduction of proportional repre- 
sentation, then you might be able to attract 
people from outside the political parties,” 
says Anisul Islam Mahmud, a senior leader 
with the Jatiya Party, an alliance partner of 
the AL. 

These and other measures, such as re- 
forming the civil service to make it more 
efficient and less influenced by government, 
are methods that deserve consideration. 
While they are not perfect solutions, such 
alternatives must be explored if Bangladesh 
wants to extract itself from the rut of bro- 
ken politics in which itis now stuck. M@ 
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Lessons from 
The Bali Bombers 


by Noor Huda Ismail 





HAT MAKES ORDINARY 
people turn to violent ji- 
had? Experts have vari- 
ous theories, but one 
undeniable fact is that a 
significant number of radicals come out of 
a small number of schools which inculcate 
hateful ideology. 

I have some insight into this phenome- 
non because, from 1985-91, I was a student 
at one of the world’s most notorious Islam- 
ic boarding schools, Al Mukmin, Ngruki in 
Solo, central Java. The school’s founder, 
Abdullah Sungkar, is credited with creating 
Jemaah Islamiyah, the transnational jihadi 
organization whose members have been in- 
volved in a number of atrocities, including 
the 2002 Bali bombing. My former room- 
mate, Fadlullah Hasan, took part in that at- 
tack, and another schoolmate, Asmar Latin 
Sani, became a suicide bomber. 

That shared background led me to in- 
quire into the background of my fellow 
graduates to better understand why they 
chose the path of terrorism. 

In many ways, Ngruki, founded in 
1972, is not unusual. There are thousands 
of Islamic boarding schools around Indo- 





nesia. And even at Ngruki, only a small 
number of graduates became jihadists. 
The majority of my fellow alumni are more 
or less like me. As a Muslim, I pray five 
times a day, read the Koran and visited 
Mecca. But at the same time, I have worked 
for a number of Western media outlets, 
hosted Jewish friends in my home and re- 
cently I won a fellowship to study in the 
United Kingdom. 

Most of Ngruki’s graduates are success- 
ful in the normal world. They work as jour- 
nalists, teachers, consultants, writers, 
lawyers, entrepreneurs and even politi- 
cians—my friend Yusuf Krisnadi is a mem- 
ber of parliament from a party that 
opposes the implementation of Shariah 
and chose a woman as its presidential can- 
didate. They have realized that some of the 
school’s teachings are unrealistic. To sur- 
vive in the real world, we have to work and 
interact with people who don’t share our 
ideas. We have to acknowledge a pluralism 
in our daily lives that is not consistent with 
a strict interpretation of Islam. 


œo Mr. Ismail is an Indonesian journalist and 
security consultant. 
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The body of Bali bomber Iman Samudra was brought back to his home- 
town, where his funeral was attended by thousands of supporters. 


Yet it is also not hard to understand 
how a minority of Ngruki graduates were 
primed for terrorism. Everything within 
the school promoted a singleness of pur- 
pose. The only music we heard was nasyid, 
Arabic religious songs, from cracking 
loudspeakers in the corners of the school 
buildings. On the dormitory wall hung Ar- 
abic calligraphy, including one that read, 
“Live as a noble man or die as a martyr.” 
The school’s facilities were spartan. I slept 
on the floor with a simple plastic mattress 
and pillow in a dingy dormitory with 20 
other students. 

Ngruki encouraged anti-Semitism. On 
Thursday nights, students practiced public 
speaking in English and Arabic. Their fa- 
vorite topic was “Islam under threat.” The 
speeches typically quoted the verse of the 
Koran that says the infidels and Jews will 
never stop fighting us until we follow their 
religion. When I was 15, it was my favorite 
topic too. 

The teachers were campaigners for an 
Islamic state and the implementation of 
Shariah. “Indonesia is still under secular 
law,” they would say. “Therefore there is 
no obligation for us to obey Indonesian 
law.” To back up their arguments, they 
quoted the Koran: “Whoever does not fol- 
low God’s law is an infidel.” They refused 
to fly the national flag or to accept Pan- 
casila, the secular national philosophy. 

My own research suggests that people 
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do not gravitate to JI because of some in- 
dividual pathology. Indeed, most recruits 
look and behave like normal people, at 
least until they are given a mission. 

In the case of some of my fellow alumni, 
according to recent interviews I conducted 
with those detained by the Jakarta police, 
they had a different sort of post-graduate 
education. They went to military training 
camps, either Dar Al Ittihad Al Islamy in 
Afghanistan or Camp Hudaibiyah in the 
Moro region of the Philippines, as part of a 
JI program to prepare as many young peo- 
ple as possible for jihadi operations. 

In their daily lives, they didn’t mingle 
with people who didn’t share their ideas; 
they believed that they were on “the prop- 
er path.” For them, the world is divided 
clearly between good and evil, victim and 
oppressor. “We saw many of our brothers 
in Islam killed brutally in Afghanistan and 
Moro, so it is our calling to destroy the en- 
emy of Islam, all the infidels,” said Hasan 
in Jakarta police detention. 

Last month when I covered the execu- 
tion and funeral of Amrozi and Ali Ghu- 
fron, the two brothers who were the main 
actors of the first Bali bombing, I heard 
again about the “calling.” At least 200 ji- 
hadists came from all over Indonesia three 
days before the execution of the two bomb- 
ers. Some of them are formerly convicted 
jihadists, members of Islamic radical 
groups and even Islamic political parties 
that have publicly condemned terrorism. 

Before this, they feuded amongst them- 
selves, but they came here for the same 
reason: to honor the two martyrs. The ex- 
ecutions were like a business conference, 
allowing them to share contacts, exchange 
possible resources and make plans to 
strengthen their networks. 

In the village of Lamongan, East Java, 
they took over the whole funeral proces- 
sion. They didn’t allow people outside 
their group to take part in that funeral. 
Two days before the funeral, they estab- 
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lished a media center where they issued 
Ds for journalists. “No 1D, no access” they 
announced. In the media center hung a 
banner with three photos of the main ac- 
tors of the first Bali bombing with the cap- 
tion, “Three people being killed, 3,000 
people will emerge.” 

For the security forces, this jihadi con- 
fab probably offered plenty of good intelli- 
gence on future suspects. But I fear that 
indiscriminate persecution of the radicals 
only serves to energize them and could 
spell trouble for Indonesia and the region. 

In response to this 
phenomenon, therefore, 
for the Indonesian gov- 
ernment specifically 
and for the internation- 
al community in gener- 
al, the real challenge is 
not merely to counter 
specific terrorist groups, 
but to anticipate those 
individuals who might join a terror cam- 
paign because of an imagined connection 
with other people’s struggles. These “emo- 
tional” connections represent one obscure 
but real and lasting legacy of events such 
as the current ethnic-religious insurgency 
in southern Thailand, the unfinished Moro 
movement in the Philippines, the ongoing 
Palestinian struggle in the Middle East 
and obviously the war in Iraq. 

But the root causes of terrorism in Indo- 
nesia are vastly different from those trouble 
spots. Therefore, there is still hope to tame 
radicalism. To win the hearts and minds of 
the Muslim community, the Indonesian 
government and its allies should focus on 
the education system, religious and com- 
munity leaders and mass media in a battle 
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of ideas to reveal the true face of terrorism 
and deter impatient, angry, young Muslims 
from joining the terrorist organization. 

One avenue is to empower repentant 
terrorists such as Ali Imron, the brother 
of the two Bali bombers. On many occa- 
sions, Ali Imron has helped the Indone- 
sian police understand the jihadi network. 
While for some it is a very controversial 
approach, it has been working well. 

People like Ali Imron understand the 
dynamic of the ideas of the group togeth- 
er with its arrangement of psychological 
and cultural relation- 
ships that are attract- 
ing dozens, possibly 
hundreds, of ordinary 
people into the terror- 
ist organization. Then, 
the government can 
show the public that 
their measures against 
terrorism are solely di- 
rected at quelling the terrorists and their 
active collaborators, and defending soci- 
ety against the terrorist. 

Lastly, terrorism is a symptom of deep- 
er problems within society, and obliges 
everybody, above all Muslims, to go be- 
yond wishful thinking, misgivings and 
passivity to stop the spread of their ideol- 
ogy. If the challenge posed by radicalism 
is not addressed, 31 will recruit another 
generation of jihadis from schools like 
Ngruki. The Indonesian government and 
Muslim leaders must refute the notion 
that violence is a legitimate means in pur- 
suit of the larger cause of defending Mus- 
lims and Islam. Failure to do so will simply 
ensure that Indonesia remains a training 
ground for terror. = 
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Thailand in Tatters, 
Democracy Delayed 


by Bertil Lintner 





HE CONSTITUTION court’s 
decision on Dec. 2 to dis- 
band Thailand’s ruling 
People’s Power Party and 
two of its smaller coali- 
tion parties may have defused some of the 
tension that has prevailed in the troubled 
country for several months. But the crisis 
is not over. The anti-government People’s 
Alliance for Democracy has agreed to end 
its occupation of Bangkok’s two airports, 
but pledged to continue its campaign until 
the entire government has resigned. PPP 
leader and prime minister Somchai Wong- 
sawat has stepped down, as he has been 
banned from politics for five years; how- 
ever, of 36 cabinet members, 22 are not af- 
fected by the disbandment and can carry 
on as a caretaker government. 

And if and when new elections are held, 
it is likely that the ppp will remerge under a 
different name—and win again, which is 
exactly what happened when the Thai Rak 
Thai party of Mr. Somchai’s brother-in-law 
and former prime minister, Thaksin Shi- 
nawatra, was dissolved in May 2007. Its 
members simply shifted to the ppp, a party 
that had been set up in 1998. The PPP swept 





the polls in December 2007, but irregulari- 
ties during that election led to the court ac- 
tion that, in the end, had the party dissolved. 
And despite the fact that there is a warrant 
for the arrest of Mr. Thaksin—and that he 
has fled the country—he remains the main 
adversary of the PAD and its allies. What- 
ever government or party that consists of 
former TRT or PPP members will be consid- 
ered by the PAD as a proxy for Mr. Thaksin, 
who the PAD says represents forces opposed 
to the monarchy. 

Meanwhile, Thailand’s international 
reputation is in tatters after the occupation 
of the airports. How could a mob armed 
with sticks and plastic clappers take over 
Suvarnabhumi, the country’s new, interna- 
tional airport? The security guards appear 
just to have fled the scene when the protest- 
ers arrived—having driven past numerous 
tollgates and checkpoints between the city 
and the airport. Then, a day later, they took 
over Bangkok’s old international airport at 
Don Muang, which now is used for some 
domestic flights—also seemingly without 
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any resistance from its security personnel. 
The cost of the occupation—and of the 
government’s ineptitude—will be astro- 
nomical. According to a study by the Uni- 
versity of the Thai Chamber of Commerce, 
the financial damage could range between 
134 billion baht and 215 billion baht ($3.8 
billion to $6.1 billion). Suvarnabhumi is 
one of the busiest airports in the region, 
and the 18th busiest in the world. It han- 
dies 700 flights and 100,000 passengers a 
day, in addition to tons of cargo. Thou- 
sands of farmers who are ae 
dependent on fresh food se 
trading will not be able to 
take the losses the occu- 
pation will mean for them. 
But still, the pap believes 
it is worth it to get rid of a 
government it considers a 
puppet of Mr. Thaksin. 
In a radio broadcast on 
Oct. 1, 1939, the late British 
statesman Winston 
Churchill famously de- 
scribed Russian foreign 
policy as “a riddle wrapped 
in a mystery inside an 
enigma.” The same could 
be said of Thai politics to- 
day. The pAp has “democ- 
racy” in its name—as does 
a group of Mr. Thaksin’s militant followers, 
who call themselves the United Front for 
Democracy Against Dictatorship (UDD). But 
despite their names, neither side in the con- 
flict could be described as democratic. The 
simplistic explanation is that it is a social 
conflict, with the pap representing the ur- 
ban elite on one side, and poor northeastern 
farmers, who support Mr. Thaksin and his 
camp, which includes the upp and the ppp, 
on the other. Or genuine democracy versus 
the pap’s “new politics,” according to which 
the elected parliament should be replaced 
by an assembly consisting of elected and ap- 
pointed members. Much of the rural popu- 
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The PAD has pledged te continue its campaign until 
the entire ppp-led government has resigned, 


lation are not sophisticated enough to take 
part in general elections, the PAD argues. 

The ppp-led government, and the TRT, 
which ruled before Mr. Thaksin was ousted 
in a September 2006 coup, may have won 
all the general elections they participated 
in, but that does not mean that they ad- 
hered to democratic rules once in power. 
Nor is it a battle of rich against poor. Ac- 
cording to one Bangkok-based analyst, it is 
a power struggle between two different po- 
litical cliques and their respective follow- 
oo ers. The regional divide is 
also much more impor- 
tant than the social dif- 
ferences: “This is not a 
class war but a regional 
conflict pitting Mr. Thak- 
sin’s supporters from the 
north and the northeast 
against the pap and the 
affiliated Democrat Party 
in Bangkok, the central 
plains and the south— 
which is exactly how the 
election last December 
broke down, along re- 
gional lines.” 

Thailand has one of 
the highest Gini coeffi- 
cients in Asia, the analyst 
points out, and that in- 
equality is distributed across the entire 
country, not concentrated only in areas 
where Mr. Thaksin is popular. There are 
rich and poor in both camps, and it is often 
forgotten that Mr. Thaksin is a multibillion- 
aire who primarily represents ethnic Chi- 
nese business interests, not poor farmers. 
But he cleverly marketed his rural develop- 
ment policies, which won many votes in the 
north and the northeast, although he failed 
to win Bangkok and the south, traditional 
strongholds of the Democrat Party. 

This divide is perhaps the most serious 
issue facing Thailand today. According to 
the Bangkok-based analyst: “People from 
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different parts of Thailand actually come 
from different ethnic stock and cultures. 
And after years of nation-building and es- 
tablishing a universal sense of Thai-ness, 
that is now breaking down. The protago- 
nists are playing on and accentuating this 
regional divide in a risky manner.” 

So what about democracy? The PAD 
certainly does not want it, but, on the oth- 
er hand, says a former equities consultant 
in Bangkok: “There seems to be a collec- 
tive amnesia on the part of the foreign 
media reporting on Thailand as to just 
what kind of government Mr. Thaksin 
led.” He attacked the media, tried to si- 
lence critics and, in 2003, launched a 
bloody and controversial “war on drugs,” 
which claimed an estimated 2,500 lives 
in extrajudicial killings. 

Says Shawn Crispin, Southeast Asia 
representative of the Committee to Pro- 
tect Journalists: “Any claims Mr. Thaksin 
makes now to be a defender of democracy 
are completely undermined by his press- 
freedom record while in office. No Thai 
prime minister worked so assiduously to 
manipulate and control the news message 
as his government did, and he did this 
through strong-arm and hidden-hand 
tactics.” 

The most famous case was a lawsuit 
brought by the Shin Corporation, then 
owned by the Shinawatra family, against 
Ms. Supinya Klangnarong, a media-rights 
advocate, for writing in the Thai Post, a 
Thai-language daily, that the company had 
benefited because of favorable politics by 
the Thaksin government. The company 
demanded 400 million baht (then roughly 
$10 million) in compensation. Eventually, 
in early 2006, the courts threw out the 
lawsuits, saying the article in the Thai Post 
was presented in good faith and in the 
public’s best interest. 

On Feb. 13, 2007—after he had been 
ousted—Mr. Thaksin gave an interview to 
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Time magazine, claiming that he had nev- 
er “intervened” in Thai media activities. 
That statement prompted the Thai Jour- 
nalists Association to write a letter to 
Time, saying that “Before he [Mr. Thak- 
sin] came to power, the Thai press was 
considered one of the freest in the world, 
ranking 29th in the survey done by Free- 
dom House in 2000. During his reign un- 
til Sept. 19 [2006] the Thai press freely fell 
to the depressive 107th position. ... Thak- 
sin constantly interfered with the Thai 
printed media and broadcast media using 
advertising revenues and stock acquisi- 
tions as key strategies. He shut down com- 
munity radios, Web sites and Tv programs 
critical of him.” 

The 2006-07 military appointed gov- 
ernment set up a panel to look into the ex- 
trajudicial killings during the 2003 war on 
drugs—and found that over half of those 
killed had no links to the drug trade. Some 
were community organizers and others 
innocent villagers; the police had been in- 
structed to meet certain quotas and killed 
at random. This has been documented by 
Human Rights Watch in its 2004 report 
“Not Enough Graves: The War on Drugs, 
HIV/AIDS, and Violation of Human Rights,” 
and by the Asian Center for Human 
Rights, which released “Thailand: Smiling 
on Rights” in July 2005. 

But the panel’s findings were watered 
down for political reasons. According to 
Mr. Sunai Phasuk, a researcher for Human 
Rights Watch, “The original report named 
the politicians who egged on the gunmen. 
But after the ppp won the December 2007 
elections, those names were omitted.” 

Whatever the outcome of the crisis, it 
is not looking good for Thai democracy. 
And all is not what it seems. The conflict 
in Thailand today has become not only 
dangerous but also extremely complicat- 
ed, precisely a riddle wrapped in a mys- 
tery inside an enigma. i 
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Taiwan Democracy’s 
Latest Growing Pains 





Taiwanese President Ma Ying-jeou’s new administration is off to a 
rocky start, despite making progress on cross-Strait relations, as rela- 
tions with the opposition revert to the normal state of acrimony. 


Taiwan’s Justice 
On Trial 


by Julian Baum 


HE POLITICAL USES and abuses of 
Taiwan’s criminal-justice system 
have been a topic of controversy 
among lawyers and legal scholars for years. 
Since a new government took office in Tai- 
pei in May 2008, criminal justice has come 
under fresh scrutiny as the government of 
President Ma Ying-jeou prioritizes investi- 
gations into the conduct of the previous ad- 
ministration. 

The result is an unprecedented number 
of investigations and indictments of for- 
mer and current government officials, all 
identified with the pro-independence 
Democratic Progressive Party. The tactics 
used by prosecutors in pursuing these cas- 
es and the adequacy of safeguards against 
arbitrary prosecution have been ques- 
tioned by international scholars and hu- 
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man-rights groups as well as by legal 
professionals within Taiwan, even as the 
Ministry of Justice strongly denies any po- 
liticization of justice. 

Foremost among the high-profile sus- 
pects are former president Chen Shui-bian 
and his wife, Wu Shu-jen, who are under 
investigation for alleged fraud and embez- 
zlement, among other charges. For the 
first time on Nov. 11, Taiwanese citizens 
watched on television as a twice-elected 
head of state was handcuffed and detained 
as a common criminal. Raising his mana- 
cled hands in defiance, Mr. Chen claimed 
he was a victim of persecution by his suc- 
cessor, President Ma of the Kuomintang, 
or KMT. 

Consequently, few Taiwanese doubt 
that he is guilty of criminal misconduct. 
Whether this presumption of guilt is justi- 
fied will not be known until he is indicted 
and found guilty in a fair trail. 


co Mr. Baum, a former Taiwan correspondent 
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Yet the drama of a former president 
and many other high-level figures put un- 
der criminal investigation places the jus- 
tice system in a public spotlight, along 
with the defendants. 

Besides the former president and first 
lady, other prominent cases include former 
Vice Premier Chiou I-jen, former Interior 
Minister Yu Cheng-hsien, retired Ministry 
of Justice Investigation Bureau Chief Yeh 
Sheng-mao, former director of the Hsinchu 
Science Park, Dr. James Lee, Yunlin Coun- 
ty magistrate, Su Chih-fen, Chiayi County 
magistrate, Chen Ming-wen, and others. 
All are or were members of the now demor- 
alized ppp which has returned to its famil- 
iar role in opposition since May 2008. 

“Taiwan’s courts will have to be care- 
ful with these cases because the rest of the 
world is watching,” says political scientist 
Jean-Pierre Cabestan of Hong Kong Bap- 
tist University. “The pressures to convict 
will be strong, but they will need to pres- 
ent legal evidence.” Other observers say 
that with the KMT’s return to power, it is 
especially important for the government 
to appear to be fair and to conform to its 
own criminal procedures. “Given Taiwan’s 
history, there needs to be extra sensitivity 
from a party that has a record of using the 
law against its opponents,” says Stephen 
Yates, a former Asian affairs aide to U.S. 
Vice President Dick Cheney and now pres- 
ident of the consulting group, D.C. Asia 
Advisory. 

Less demanding observers of Taiwan’s 
democracy may be surprised to hear that 
there are still problems with human and 
civil rights on the island. After all, there 
have been four direct presidential elec- 
tions with two transitions of power among 
the political parties, and freedom of speech 
and press are relatively well established. 
Some experts on Taiwan affairs say that 
the record of criminal justice is too murky 
to ċome-to clear conclusions, as many laws 
and practices date to the martial law era 
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(1948-87). They say the island’s legal sys- 
tem is not well understood by outsiders, 
and they are wary of concluding that jus- 
tice has been politicized when it may only 
be poorly administered. 

But the island’s democracy is barely 
two decades old, and there is the continu- 
ing legacy of a Chinese political culture 
that does not accept the modern idea of a 
loyal opposition. As the first president of 
the Republic of China who was not from 
the KMT, Mr. Chen has been an enemy of 
the fusion of party and state that is the 
KMT’s ideological heritage. 

He and the ppp have also struggled, 
sometimes foolishly, to deny the proud 
Chinese identity that the Nationalist gov- 
ernment brought to the island when they 
lost the Chinese civil war in 1949 and to 
replace it with a new Taiwanese identity. 
These battle lines were drawn years ago. 
But Mr. Chen and the pro-independence 
party he once led are now more vulnerable 
to retribution than at any time since the 
KMT tried to decapitate the tangwai, or 
outside the party movement, in the Kaoh- 
siung incident of 1979. 

In this adverse environment, Mr. Yates 
and others familiar with his case say that 
the experience of Dr. Shieh Ching-jyh il- 
lustrates the complex legal and political 
challenges that Mr. Chen and other prom- 
inent defendants are facing with their 
pending court trials. Dr. Shieh is a former 
deputy minister at the National Science 
Council who was indicted two years ago 
and acquitted this summer. Despite its 
happy outcome, Dr. Shieh’s case exposes 
the inadequacy of legal safeguards against 
arbitrary prosecution and the ease with 
which the considerable powers of prosecu- 
tors may be misused by unscrupulous pol- 
iticians and other interested parties. 

AU.S.-educated aeronautical engineer 
with expertise in missile guidance and 
control systems, Mr. Shieh served with 
distinction at Taiwan’s National Science 
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Council for nearly six years. Then in May 
2006, after 31 hours of questioning, he was 
ordered detained on suspicion of favorit- 
ism in awarding a NT$8.1 billion (just un- 
der $250 million) engineering contract. 
Rudely confined to a tiny cell just five feet 
by nine feet in size with several other col- 
leagues, he was held incommunicado for 
59 days with no visits from family or 
friends. 

For Chu Tsao-liang, the aggressive 
chief prosecutor in the southern county of 
Tainan, this was a ma- 
jor case. More than 40 
boxes of documents 
were taken from the 
homes and offices of the 
suspects as prosecutors 
worked up charges 
against them, using 
more than 70 staff to 
sweep up the evidence. 
In all, 10 professional and civil service per- 
sonnel were detained without warrants 
for up to four months, as permitted under 
Taiwan law. Taiwan’s prosecutors have 
considerable autonomy regardless of 
which party is in power, though there are 
sometimes nationally coordinated cam- 
paigns such as crackdowns on vote-buying 
during election campaigns. 

Even before their indictments came 
down at the end of 2006, the reputations 
of Mr. Shieh and his colleagues had been 
damaged, their lives turned upside down 
by negative publicity in the news media 
over false allegations of corruption and 
bribe-taking. In Mr. Shieh’s case, prosecu- 
tors asked for a prison sentence of 15 years, 
plus a heavy fine. 

During his detention, meetings with 
his lawyer were observed by prison guards 
who took notes, and recorded and video- 
taped their discussions. If not for some 
crucial documents that the prosecutors 
overlooked, Mr. Shieh says he could not 
have mounted a credible defense, since he 
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had no access to the confiscated materials. 
Two years later on July 30, 2008, all the 
defendants were acquitted. In a 148-page 
verdict, the judge ruled that there was no 
basis for the charges and Mr. Shieh and the 
others were completely exonerated. 
Telling his story to a rapt audience at 
the Heritage Foundation in Washington, 
D.C. late last month, Mr. Shieh said that 
the prosecutor had been ambitious at the 
expense of his freedom and human rights. 
He speculated that his prosecution was 
the outcome of a mon- 
ey-fueled campaign 
against him by a losing 
bidder on the complex 
engineering project 
who was judged to be 
unqualified. 
The project asked 
proposals to miti- 
gate vibrations caused 
by Taiwan’s new high-speed train passing 
through the science park which disrupted 
manufacturing operations at nearby semi- 
conductor plants, causing financial losses. 
It was a serious issue that had defeated Mr. 
Shieh’s predecessors and was forcing com- 
panies to move out of the high-tech indus- 
trial zone. A panel of professional scientists 
and engineers determined which bidder’s 
proposal was workable, and the problem 
has since been solved. “I’m feeling good 
about this outcome because it shows that 
an aerospace engineer can solve problems 
on the ground, too,” Mr. Shieh said. 
Asked to explain how he became the 
target of false accusations, he speculates 
that one of the unsuccessful bidders worked 
in cahoots with several national legislators, 
who publicized allegations and rumors 
through the news media that prompted 
prosecutors to investigate. Perhaps they be- 
lieved they could force authorities to re- 
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also the incidental matter of Mr. Shieh’s af- 
filiation with the Taiwan independence 
movement, which was clearly mentioned by 
a prosecutor in announcing his detention. 
Although Mr. Shieh has no evidence that 
his case was politically motivated, he felt 
vulnerable to vindictive treatment because 
of his membership in the ppp and his po- 
litical activism in the U.S. before returning 
in Taiwan a decade earlier. 

In an added political twist, the KMT 
publicized his case, along with others, 
through national Tv and newspaper adver- 
tising to spread their claim that the ppp- 
lead government was rife with corruption 
during a legislative election campaign. Mr. 
Shieh’s photo was prominently displayed 
along with allegations of greed and bribe 
taking. At this point, Mr. Shieh said, even 
his close friends thought he had done 
something wrong. 

The situation is not unusual and illus- 
trates the ease with which rumor monger- 
ing and willing politicians can influence 
the justice system, Mr. Shieh said. “Some- 
times it’s not clear whether the media is 
reporting on the investigation or whether 
the prosecutor’s investigation is based on 
allegations in the media,” he explained to 
his Washington audience. Prosecutors 
grab circumstantial evidence gathered 
from the press to detain a suspect, fishing 
for facts as they hold the suspect incom- 
municado. 

Unfortunately, lawyers and academics 
say that Mr. Shieh’s case is not unusual. 
The most exceptional aspect of his case 
may have been that he had a conscientious 
and fair-minded judge. It’s not clear 
whether the mistaken assumptions that 
underlay the charges against Mr. Shieh are 
reflected in some of the ongoing investiga- 
tions. But if so, it places a burden on the 
government to strengthen public faith in 
the rule of law. “Even if it only appears that 
the criminal-justice process is being used 
for political purposes, then a more ener- 


getic effort is needed to correct this public 
perception,” says Mr. Yates. 

Among the controversial features of 
Taiwan’s criminal procedures is its pretri- 
al detention law, which allows prosecutors 
to ask a judge for immediate detention if 
there is concern the defendant could fal- 
sify evidence, collude with others or flee 
the country. It’s a provision found in many 
countries’ criminal codes, though defense 
attorneys say that prosecutors in Taiwan 
abuse the rule by too frequent use. Indeed, 
almost every DPP official currently under 
investigation has been held in detention at 
some point, while it has rarely been used 
against KMT defendants in the past. 

On Nov.13, international lawyer and 
REVIEW contributor Jerome Cohen wrote 
in acommentary on Taiwan’s judicial sys- 
tem in the South China Morning Post that 
there may be justification for such a rule. 
“Yet, in view of the harshness of this pre- 
indictment sanction and the obstacles it 
creates to mounting an adequate defense, 
it ought to be invoked rarely,” wrote Mr. 
Cohen, who was Mr. Ma’s law professor at 
Harvard University. 

While not arguing for Mr. Chen’s guilt 
or innocence, many observers have ques- 
tioned the necessity of his handcuffing and 
detention, which publicly signified guilt 
and humiliation and produced the dramat- 
ic images of a fallen leader for the national 
press. “There clearly exists a contradiction 
between the presumption of innocence on 
the one hand and the system of pretrial de- 
tention on the other,” wrote lawyer Lin 
Feng-cheng of the Judicial Reform Foun- 
dation. Following Mr. Chen’s detention, 
the foundation issued a statement recom- 
mending that the pretrial detention prac- 
tice be curtailed. “This is an issue that can 
no longer be evaded,” the statement said. 

The Presbyterian Church in Taiwan, 
an influential voice on matters of human 
rights, has also protested the detention 
law, calling it a basic violation of due pro- 
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cess and the rule of law. And the church 
called attention to the problem of pretrial 
publicity and “trial by press” which weak- 
ens defendants and violates the rule of 
presumption of innocence. 

Some observers say that this may be the 
most serious shortcoming of Taiwan’s 
criminal-justice process, since the selective 
public revelation of information in defen- 
dants’ case files brings pressure on prose- 
cutors and defames the defendant in ways 
that acquittal cannot reverse. The rule on 
public disclosure authorizes limited access 
during the investigation phase of a case. But 
a defense attorney in an ongoing investiga- 
tion said the prosecutor in his case often 
briefed the press, while he himself was he 
warned not to disclose information. 

Prompt justice may be another casualty 
in the recent anticorruption campaign. The 
U.S. State Department’s 2007 human rights 
report on Taiwan noted that the typical de- 
lay between indictment and trial is only 
three months. But former first lady, Ms. 
Wu, was indicted in November 2006 on 
charges of document fraud and embezzle- 
ment involving the “state affairs fund,” a 
loosely regulated presidential office slush 
fund. Two years later, her trial had not had 
yet begun, amid speculation that the pros- 
ecutor’s case is weak and that other inves- 
tigations are likely to lead to more serious 
charges. Her husband’s indictment as a co- 
defendant in the case is expected by the 
end of 2008. Meanwhile, a number of cases 
involving senior KMT officials are on hold, 
some delayed for years. 

Minister of Justice Wang Ching-feng 
published a statement on Nov. 24 address- 
ing many of these concerns, especially the 
perception that the recent investigations 
and indictments had been politically selec- 
tive. The statement was a response to an 
“Open Letter on Erosion of Justice in Tai- 
wan” signed by a group of international 
scholars and writers sent to her and the 
head of Taiwan’s Judicial Yuan before the 


renshsveh bisa VA asbinpassnaamanr asa mn umere e mmama na mearan 


former president was detained. She attrib- 
uted these concerns to a “lack of under- 
standing or perhaps misunderstanding of 
due process of law in Taiwan.” 

Explaining the recent surge of investi- 
gations, she wrote that there had been nu- 
merous cases of corruption in recent years 
which “have had a considerable negative 
impact on the public’s trust in our govern- 
ment.” As a result, she said, the new gov- 
ernment faced a strong demand from its 
citizens for honesty and social justice. 
“Therefore, a top priority of the current 
administration ... has been to fulfill its 
mandate to ensure clean government.” She 
rejected the claim that the KMT was using 
the judicial system to punish its adversar- 
ies: “This creates the impression that Tai- 
wan’s judicial system is susceptible to 
political manipulation, which quite simply 
is untrue.” 

Minister Wang also affirmed the rules 
about presumption of innocence and con- 
fidentiality, saying that “maintaining the 
confidentiality of investigations is an axi- 
omatic consequence of the principle of the 
presumption of innocence.” She defended 
pretrial detention as a normal practice un- 
der certain conditions. “As for the disclo- 
sure of judicial procedures, openness to 
public scrutiny is allowable only during 
trial procedures and is not applicable to 
the pretrial investigatory procedures,” she 
explained. Before the trial, information 
about investigations can only be released 
to the public by a spokesman for the pros- 
ecutor’s office. 

These disputes over the gaps between 
theory and practice of Taiwan’s criminal 
justice procedures will continue in the 
year ahead as former President Chen and 
other prominent figures face charges in a 
court of law. The transparency and fair- 
ness of the process will be a test of the ma- 
turity of Taiwan’s democracy as it struggles 
to prove that its criminal-justice system 
serves the people, not the rulers. W 
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Ma Leads Taiwan’s Comeback 
by John F. Copper 


A YING-JEOU EMBARKED on his 
presidency with a strong man- 
date from the voters to pursue 
his two biggest campaign issues: to put the 
economy back on track after eight years of 
poor stewardship and to rid the govern- 
ment of corruption. Mr. Ma also had public 
backing to end the hostility with China and 
the United States that had grown during 





the tenure of President Chen Shui- bian. 


Not surprisingly given Mr. 
Chen’s pro-independence back- 
ground, relations with China 
were tense during his presidency. 
However, U.S.-Taiwan relations, 
which many observers said had 
never been better at the start of 
the Bush administration, also de- 
teriorated. After the 9/11 attacks, 
China joined the U.S. in the war 
on terrorism and U.S.-China rela- 
tions improved. The Bush admin- 
istration did not appreciate Mr. 
Chen provoking conflicts with 
China when the U.S. was preoc- 
cupied with the Middle East. Washington 
also abhorred Mr. Chen’s ethnic politics, 
which weakened Taiwan’s military and in- 
telligence capabilities that the U.S. consid- 
ered valuable. By the end of Mr. Chen’s 
term, U.S. officials were publicly opposing 
his efforts to gain representation in the 
United Nations through referendums. 

The crises in Taiwan’s relations with 
both countries presented opportunities for 
Mr. Ma. Officials in Beijing were willing to 
deal with him. They were relieved that Mr. 
Chen was gone, though privately some “ap- 
preciated” him for wrecking Taiwan’s 
economy, thus making the island more de- 
pendent on China, while creating chaos 
that sullied Taiwan’s democratic model. 
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President Ma’s approach to engineering 
more cordial relations with China was to 
declare that his paramount goal was to 
avoid a war in the Taiwan Strait. Second, he 
sought to expand trade with China and at- 
tract Chinese investment and tourists by 
opening direct air and other links across 
the Taiwan Strait. Chinese leaders didn’t 
disagree with the thrust of Mr. Ma’s think- 
ing 0 or Ene details of his plans. 
es At the same time, Mr. Ma 
stated that he wanted to leave 
political issues until later, per- 
haps much later, and would not 
sacrifice Taiwan’s sovereignty or 
national rights. His mantra dur- 
ing the campaign was no inde- 
pendence, no unification and no 
war. China’s President Hu Jintao 
replied that he wanted cross- 
Strait relations to be a win-win 
situation. 

Mr. Ma also sought more “in- 
ternational space” for Taiwan— 
which had been steadily 
contracted after Taiwan was displaced by 
China in the U.N. in 1971 and further di- 
minished under Mr. Chen’s presidency, 
during which he had lost diplomatic ties 
with nine countries (while gaining three) 
for a net decline of six. Mr. Chen did not 
win much sympathy from the international 
community; most nations saw him more as 
a troublemaker than as a spokesperson for 
reform and democracy. 

So far, the Ma administration has lost no 
diplomatic partners, undoubtedly with 
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some help from Beijing. For instance, Tai- 
pei has kept formal ties with Paraguay even 
as that country sought better ties with 
Beijing. Moreover, in November Taiwan at- 
tained membership in the Geneva-based 
Agency for International Trade Informa- 
tion and Cooperation. Though not an im- 
portant organization, this seemed to reverse 
the trend of isolation. That same month, 
former Vice President Lien Chan represent- 
ed Taiwan at the Asia Pacific Economic Co- 
operation meeting in Peru—the highest 
official from Taiwan ever to attend this im- 
portant organization’s annual gathering. 

However, Beijing balked at Mr. Ma’s at- 
tempt to obtain observer status in the U.N. 
and the World Health Organization. Chi- 
nese leaders saw this as giving Taiwan the 
status of a sovereign nation. But since Mr. 
Ma invested little hope in this effort, Bei- 
jing’s negative reaction was a small defeat. 

All seemed to be going well until Octo- 
ber when Chinese envoy Zhang Mingging 
was accosted during a visit to Taiwan. A lo- 
cal opposition politician in south Taiwan, 
where civil behavior is less prevalent and 
Taiwan’s independence feelings are stron- 
ger, pushed Mr. Zhang to the ground and 
jumped on his vehicle in front of television 
cameras. This was followed by mass pro- 
tests orchestrated by the opposition Demo- 
cratic Progressive Party, when China’s top 
Taiwan policy official, Chen Yunlin, visited 
to sign agreements with the Ma govern- 
ment formalizing effort to ease tension be- 
tween Taiwan and China and expand 
commercial relations. 

But China generally took the demon- 
strations and uncivil behavior in stride, 
perhaps because most Taiwanese were 
turned off by these antics Local opinion 
polls showed the public still favored Mr. 
Ma’s initiatives, with a substantial majority 
of citizens supporting the agreement; less 
than 17% opposed it. Almost 60% opposed 
the protest compared to just over a quarter 
in favor, while more than half said the op- 





position had been unruly. Though some- 
what bruised, Mr. Ma emerged the victor. 

After the U.S. election on Nov. 4, Presi- 
dent-elect Barack Obama announced he 
was sending a foreign policy team to Tai- 
wan. Mr. Obama had sent a letter of con- 
gratulations to Mr. Ma on winning the 
election and had initiated other contacts. 
This was a marked contrast to Democratic 
presidential candidate John Kerry’s state- 
ment during the 2004 presidential cam- 
paign that he would not spill the blood of 
American soldiers to defend Taiwan. 

Despite all this good news, a downturn 
in the global economy dashed hopes that 
the new administration could expeditious- 
ly set the economy back on a pattern of 
strong growth. In new democracies like 
Taiwan, the electorate typically quickly be- 
comes disappointed with new leaders. Mr. 
Ma’s popularity fell for both reasons, 
prompting the opposition to attack him on 
the issue of Taiwan’s sovereignty. 

Opposition leaders had pledged after 
their election defeat to help turn the econ- 
omy around and cleanse their party of cor- 
ruption. Instead, they focused on the 
national identity issue. This killed biparti- 
sanship and undermined Mr. Ma. Mean- 
while, the economic gains from Chinese 
tourists and capital investments were a bit 
slower coming than many had hoped. This 
gave the opposition an opening to proclaim 
that Mr. Ma’s initiatives had failed and had 
made Taiwan vulnerable. 

Mr. Ma still faces challenges from all 
sides, In China, Taiwan policy is a very sen- 
sitive matter and Chinese negotiators have 
to go slow in responding to Mr. Ma’s initia- 
tives. Some authorities have demanded a 
political settlement that is not on Mr. Ma’s 
agenda. Some Chinese see Mr. Maas being 
too cozy with the U.S., while Americans see 
him as pro-China. Older members of the 
kmt want Mr. Ma to pursue unification 
even though he has promised he will not 
and there is little public support for it. 18 
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China’s Reform Era 


Legal Odyssey 


by Jerome A. Cohen 





HIRTY YEARS AGO, China 
was a legal shambles. The 
“antirightist” campaign of 
1957-58 and the Cultural 
Revolution of 1966-76 had 
demolished the system that the People’s Re- 
public of China had initially imported from 
the Soviet Union. The country had virtu- 
ally no contemporary legislation. The pro- 
curacy or public-prosecution offices and 
the courts had been decimated, and the 
Ministry of Justice abolished. The modest 
legal profession launched in the mid-1950s 
had not functioned for two decades. Legal 
education was only beginning to resume af- 
ter a long hiatus. Experts were few and out 
of date. Bookstores had no law section. 

But things began to look up during the 
first week of December 1978. Every day the 
People’s Daily reported the momentous de- 
cisions being made in Beijing at the Chinese 
Communist Party’s work conference and 
Third Plenum. Deng Xiaoping was con- 
firmed as China’s leader. The Party was go- 
ing to abandon “class struggle” and 
modernize the country. This would require 
a “socialist rule of law.” It would also mean 
opening the country to the world. 





On Dec. 15, the P.R.C. and the United 
States announced the long-awaited nor- 
malization of their diplomatic relations. 
Within weeks, American officials were in 
China negotiating bilateral banking, trade, 
dispute resolution and consular arrange- 
ments, and American lawyers and law pro- 
fessors were lecturing attentive Chinese 
officials and scholars about contracts, tech- 
nology transfer, joint ventures and tax cred- 
its. Even more astonishing, P.R.C. 
delegations went to Washington seeking 
guidance from the U.S. Treasury Depart- 
ment, the Internal Revenue Service and 
other agencies about the legislation China 
would need to attract major oil companies 
and other foreign investors. European gov- 
ernments, United Nations organizations 
and many individual experts joined the ef- 
fort to fill China’s legal vacuum. 

There were many reasons for the P.R.C.’s 
belated acknowledgement of the need to 
construct a credible legal system. Market 
transactions, including those with foreign- 
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ers, required it, as did coherent and efficient 
operation of government. It was essential 
to the recovery of social stability after many 
years of chaos and crime. Reliable institu- 
tions for settling all kinds of disputes had 
to be fashioned, and criminal laws and pro- 
cedures had to be developed to cope witha 
growing crime problem. People, including 
leaders like Deng himself, were demanding 
protection of basic rights against both mob 
rule and oppressive officials. Without a 
credible legal system, the Party’s legitima- 
cy would continue to be in doubt. 

Thirty years later, China plainly has a 
formal legal system incorporating many 
norms and concepts taken from continental 
European legal systems. It bears the ear- 
marks of its Soviet origins, of more recent 
Anglo-American influence and, perhaps 
most important, of the country’s imperial 
past. The National People’s Congress, the 
State Council’s executive departments, and 
their provincial and local counterparts 
have promulgated a huge volume of legisla- 
tion, regulations and other norms covering 
most spheres of human activity. The P.R.C. 
has also gradually formulated most of the 
domestic legal rules required by the many 
multilateral and bilateral international 
agreements that it has concluded, including 
its World Trade Organization commit- 
ments. Its failure to enact the comprehen- 
sive prohibitions required. by the U.N. 
Convention Against Torture constitutes a 
glaring exception. 

The P.R.C. has revived and strength- 
ened its courts, its procuracy, its Ministry 
of Justice, its legal profession, its commer- 
cial arbitration organizations and other rel- 
evant institutions. Legal education and 
scholarship have proliferated. China has 
well over 600 law schools of various kinds, 
several legal newspapers and a flourishing 
law-publishing industry. It has roughly 
200,000 judges, 160,000 procurators, 
150,000 lawyers and hundreds of thou- 
sands of legal specialists working as law 


teachers, legislative aides, government 
agency experts, “in house” corporate coun- 
sel, publishing editors and even journalists. 
The country now has a series of burgeoning 
legal elites that did not exist in 1978. 

Does all this impressive accomplish- 
ment add up to a credible legal system? 
What does a “socialist rule of law with Chi- 
nese characteristics” amount to? Certainly 
laws and lesser norms have played an im- 
portant role in guiding the conduct of offi- 
cials, economic actors and ordinary people, 
and providing standards for the settlement 
of disputes. Especially in the area of eco- 
nomic activity, they have also given people 
many new freedoms. Yet the P.R.C. has had 
difficulty establishing the legal institutions 
necessary for the forma! application of its 
norms—principally its courts and officially 
sponsored organizations for arbitrating do- 
mestic, international and Or EEE E 
legal disputes. 

To be sure, so far as aidas can ob- 
serve a largely nontransparent system; the 
courts deal with huge numbers of ordinary 
civil and criminal cases in an apparently 
impartial manner, and they have some- 
times been responsive to administrative 
suits of individuals who have been harmed 
by the arbitrary acts of government offi- 
cials. But in broad swaths of cases they fail 
to meet the expectations of impartiality 
usually associated with the word “courts.” 

Politically sensitive criminal cases pro- 
vide the most obvious disappointments. For 
example, prosecutions against those who 
attempt to organize a democratic political 
party, openly challenge the views of the 
ccp, freely practice their religion or mount 
public protests almost uniformly result in 
convictions. No Falun Gong adherent can 
expect due process. Indeed, most criminal 
trials are one-sided affairs, even though 
procedures have moved part of the way, at 
least in principle, from the inquisitorial to 
the adversarial system. Witnesses seldom 
appear in court and therefore cannot be 
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crossexamined, and when defense lawyers 
take part, as they do in most sensitive cases, 
their participation is still restricted in both 
law and reality. 

As the Nov. 21 report of the U.N. Com- 
mittee Against Torture reconfirmed, in 
China torture frequently produces coerced 
confessions. These are rarely overturned by 
courts that are dominated by police, procu- 
rators and Party officials. In sensitive crim- 
inal cases, the media can also play an 
influential role, and generally the only 
doubt concerns the sentence to be imposed, 
which is decided not by the judges who 
tried the case but by their court superiors 
or even higher judicial 
or Party officials. 

The recent convic- 
tion and execution of 
Yang Jia was a bizarre 
illustration of how the 
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could otherwise have testified to the men- 
tal condition of her son, was herself secret- 
ly detained by the police in a mental 
hospital for four months until shortly be- 
fore his execution. 

Cop-killers usually enlist little sympa- 
thy in any country, and the Chinese people 
vigorously support the death penalty. But 
in Yang’s case, despite strong official and 
media pressure for execution, widespread 
resentment of police misconduct and 
doubts about several aspects of his trial 
produced extraordinary public unease 
about his impending execution. 

Chinese courts frequently display their 
shortcomings in other 
types of sensitive cases. 
Some observers under- 
estimate the distorting 
influences that can 
plague decision-mak- 


lust for punishment can efforts to strengthen ing in civil and com- 
overcome consider- ’ mercial cases, 
ations of law and judi- the courts autonomy. | especially if local busi- 


cial fairness. In the fall 

of 2007, Yang, a Beijing native, was report- 
edly abused for six hours by Shanghai po- 
lice who had erroneously detained him for 
questioning about an alleged bicycle theft. 
On July 1, 2008, the 87th anniversary of the 
Party’s founding, Yang, having failed in his 
efforts to win compensation from the police 
for the mental anguish they inflicted, 
launched a revenge attack on the local po- 
lice station, killing six officers. 

Yang, who had no previous criminal re- 
cord, was an obvious candidate for the full 
psychiatric examination prescribed by Chi- 
nese law for determining the degree of his 
responsibility for his heinous acts. Yet, al- 
though the details remain shrouded in the 
secrecy that enveloped the proceedings, 
the trial court contented itself with a cur- 
sory certification of the defendant’s mental 
state despite the fact this was a capital case, 
and the death sentence was sustained on 
appeal. Moreover, Yang’s mother, who 
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ness or government in- 
terests are involved. Even a mundane 
child-custody battle can generate a contest 
over which of the divorcing parents can 
muster superior guanxi (connections) with 
the court. Although some scholarship sug- 
gests that judicial corruption is not espe- 
cially serious in China, compared with 
other countries at similar levels of develop- 
ment, at this stage of our knowledge such 
claims should probably be treated with 
skepticism. The recent detention by the 
Party Discipline and Inspection Commis- 
sion of the highest-ranking Chinese judge 
ever removed from office on corruption 
charges, former Supreme People’s Court 
Deputy President Huang Songyou, has only 
hardened widespread popular suspicions 
about judicial integrity. 

China’s judicial system is politically 
weak. Throughout his 10 years at the helm, 
recently retired spc President Xiao Yang 
strived to strengthen the professionalism 


and autonomy of the courts. Yet he was nev- 
er amember of the Party Politburo and had 
limited political power. The Minister of 
Public Security Zhou Yongkang, by con- 
trast, did serve in the Politburo. Mr. Zhou 
has now been promoted to the charmed cir- 
cle of the Politburo Standing Committee 
and to leadership of the national Party Po- 
litical-Legal Committee that sets policy for 
and coordinates the activities of all govern- 
ment legal institutions. Yet neither the new 
procurator general nor the new SPC presi- 
dent has been elevated to Politburo status. 

Mr. Xiao’s successor as SPC chief, Wang 
Shengjun, is not a legal professional but a 
career police and Party administrator who 
has been assigned the task of further tight- 
ening Party control over the judiciary. His 
highly ideological public statements have 
faithfully followed the new Party line on 
law proclaimed by Party General Secretary 
Hu Jintao just a year ago. Mr. Hu told the 
National Conference on Political-Legal 
Work that judges and procurators “shall al- 
ways regard as supreme the Party’s cause, 
the people’s interest and the Constitution 
and laws.” This instruction soon became a 
doctrine known as “the Three Supremes.” 
spc President Wang then followed up by or- 
dering the courts, when deciding capital 
cases, to heed “the feelings of the masses,” 
social conditions and the Constitution and 
other laws. This has already set back recent 
judicial efforts to reduce the country’s ap- 
palling number of executions. 

The Party, of course, is the only author- 
itative interpreter of the feeling of the 
masses, and its cause is understood to be 
“more supreme” than the Constitution and 
the laws. In recent months, judges have 
been subjected to intense “study” sessions 
of this newly minted doctrine, which actu- 
ally echoes the “mass line” first developed 
in the simple rural conditions of the pre- 
1949 Communist-controlled “liberated ar- 
eas” of China. In accordance with this 
“democratic” line, courts are being in- 


structed, not for the first time, to emphasize 
mediating disputes and to adopt social wel- 
fare measures to assuage people’s grievanc- 
es instead of concentrating on less 
“harmonious” aspects of their work—i.e., 
adjudication. 

P.R.C. courts have never had the power 
to interpret and apply the Constitution, 
which explicitly allocates that function to 
the npc Standing Committee. Because the 
NPC Standing Committee has been reluc- 
tant to exercise that power despite numer- 
ous formal requests to do so, the courts 
have been bombarded by plaintiffs seeking 
to tempt them into the constitutional thick- 
et. The few judges who have openly flirted 
with constitutional decision-making have 
probably regretted their adventure. Huang 
Songyou, currently detained on bribery 
charges, was the major figure associated 
with the spc’s ill-fated 2001 effort to en- 
courage the lower courts to apply constitu- 
tional provisions. Some jaded observers 
question whether Mr. Huang’s present em- 
barrassment, which occurred after the re- 
tirement of his mentor, Mr. Xiao, is a 
belated retaliation by conservative Party 
leaders to deter similar initiatives. 

From time to time the courts have been 
denied the power to deal with certain types 
of civil cases, such as claims that securities 
legislation has been violated. The Party 
currently has been dithering over whether 
to allow the families of Sichuan earthquake 
victims or poisoned milk powder victims to 
seek relief through litigation. Courts fre- 
quently deny plaintiffs access to justice on 
an ad hoc basis in controversial matters, 
such as damage suits against the police, and 
without offering reasons, as they should. 

One can hardly blame Chinese judges 
for welcoming opportunities to avoid deci- 
sion-making. Those who hear disputes 
rather than engage in administration or re- 
search operate under multiple pressures, 
including time limits for disposing of each 
case. Despite on-the-job training, older 
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judges—who were often recruited, without 
legal education, from the military, the po- 
lice and other nonprofessional depart- 
-ments—feel technically inadequate to 
handle increasingly diverse and complex 
matters. Such cases challenge even the re- 
cent law-school graduates from whom 
judges are now recruited. Many judges are 
puzzled by the P.R.C.’s recent efforts to re- 
place the inquisitorial trial system that 
seemed congenial to Chinese traditions 
with the unfamiliar and more demanding 
Anglo-American adversarial system. They 
usually get little help from lawyers, who 
themselves are still getting accustomed to 
the new procedure. 

Moreover, judicial caseloads are often 
too great to allow careful compliance with 
procedures, determination of the facts, 
analysis of the law and writing of judg- 
ments. For example, in 2006, Beijing’s Cha- 
oyang District Court reportedly received 
some 30,000 cases, requiring each civil 
judge to conclude at least several hundred 
cases before year’s end. Because of the 
strain on judicial resources, many cases 
that should be tried by a three-judge panel 
are instead handled by a single judge under 
summary procedure. This adds to the 
judge’s sense of personal responsibility, 
which is intensified by his awareness that 
he serves at the will of court leaders and 
may be punished for mistaken judgments. 
Indeed, the entire elaborate system for 
evaluating judges, who are regarded as or- 
dinary civil servants and treated as such, 
enhances their personal insecurity and 
their incentives to minimize risks. 

Judges have many risk-reducing tech- 
niques for disputes that get beyond the 
court’s gatekeeping acceptance division. 
They encourage parties to settle disputes 
out of court or accept a court-mediated 
compromise. If successful, this makes a de- 
cision unnecessary. If required to make a 
decision, they embrace the practice of tak- 
ing the advice of their division chief or the 
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court’s vice president or president. They 
may also ask the opinion of a senior judge, 
technical experts and law professors. They 
may rely on how similar cases were han- 
dled or even informally consult the higher 
court to which their decision might be ap- 
pealed in the hope of avoiding reversal! 

Of course, the system does not permit 
them to decide important or complex cases 
that come before them. Those must be re- 
ported to and decided by the court’s adju- 
dication committee composed of the 
president and other court leaders. None of 
these behind-the-scene consultations for 
obtaining the opinions of personnel who 
did not hear the case is made known to the 
parties or their counsel. 

Trial judges or their court superiors are 
also sometimes the target of extrajudicial 
pressures from local government officials, 
legislators and Party cadres. Judges are, af- 
ter all, locally appointed, promoted, paid 
and fired. Proposals by Mr. Xiao to expand 
local judicial autonomy by moving the pow- 
er to manage court personnel and finances 
to the central or provincial levels did not get 
off the ground. 

Yet the judicial situation is not com- 
pletely depressing. Demand for court posi- 
tions, at least in urban areas, remains high 
among talented law school graduates. Ex- 
perience suggests that the current conser- 
vative Party line emphasizing “red” over 
“expert” may not long withstand the de- 
mands of modernization and globalization. 
A better-informed and more dynamic pub- 
lic seems to be increasingly asserting its 
rights and dissatisfactions. Younger, better- 
educated, more professional judges just be- 
low the leadership level are waiting for 
their opportunity to create a credible rule 
of law. And the Politburo has just issued an 
announcement promising further unspeci- 
fied “judicial reforms” to alleviate rising so- 
cial tensions and support economic 
development. Thirty more years may wit- 
ness significant improvements! WE 
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In Response to Chee 


by Garry Rodan 





OR SINGAPORE, 2008 has 
been a bumper year for le- 
gal actions and decisions 
against the international 
media and political oppo- 
nents of the ruling People’s Action Party, 
underlining the government’s resolve to 
keep political comment and expression 
within tight limits. Yet in his August Na- 
tional Day Rally Speech, Prime Minister 
Lee Hsien Loong also announced a water- 
ing down of restrictions on political uses 
of electronic media and outdoor protest 
rallies. “Our rules governing politics must 
also keep up to date,” Mr. Lee explained. 

While these may seem like divergent 
patterns, political change around the edges 
has long been a feature of the PAP’s ap- 
proach to preserving the political system’s 
fundamentals. pap leaders would not likely 
dispute that. More difficult for them to con- 
cede is the extent to which Par political bat- 
tles and system tinkering are shaped by the 
strategies of Singapore Democratic Party 
leader Chee Soon Juan. Mr. Chee may have 
been neutralized as an electoral force, but 
he exerts a growing influence on the politi- 
cal agenda of the Pap. 





In the mold of the late J.B. Jeyaretnam, 
Mr. Chee dares to scrutinize PAP gover- 
nance claims and underlying premises of 
authoritarian rule with a determination 
uncharacteristic of the PAP’s few opponents 
in parliament. But unlike Jeyaretnam, who 
spent much of his life fighting legal battles 
undermining his electoral politics, Mr. 
Chee incorporates these battles into extra- 
parliamentary campaigns. This partly ex- 
plains his polarizing effect within 
Singapore. Many middle-class profession- 
als who like to think of themselves as po- 
litically progressive find Mr. Chee’s 
preparedness to risk everything for his be- 
liefs too confrontational. More than re- 
flecting tactical differences, though, this 
highlights contrasting depths of opposition 
to PAP institutions. 

Singapore’s authorities already enjoy a 
reputation as the world’s most litigation 
prone, but even by local standards this year 
has been exceptional. Not only was the RE- 
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VIEW in September found to have defamed 
Prime Minister Lee and Minister Mentor 
Lee Kuan Yew, with an appeal now pend- 
ing, but The Wall Street Journal Asia was 
also fined a record amount for contempt of 
court in a finding last month. 

Meanwhile, three spp members were 
given jail sentences in November. Their of- 
fence was to wear T-shirts adorned with a 
kangaroo in a judge’s robe outside the Su- 
preme Court in May during a defamation 
trial against spp colleagues Mr. Chee and 
his sister Chee Siok Chin. The Chees too 
were sentenced to jail for contempt after 
the judge in the defamation case contended 
they had not only accused the court of being 
biased and pre-judging the case, but also 
disobeyed orders to cease particular lines 
of questioning. Comments about the way 
the presiding judge handled that case also 
landed blogger Gopalan Nair a three-month 
jail sentence. There could be more jail terms 
to come, as another 19 spp members were 
charged in October for illegal assembly and 
participating in an illegal procession in 
March this year. 

An interesting dimension to the flurry 
of legal actions this year has been the ea- 
gerness of the new attorney general, Walter 
Woon, to instigate contempt of court charg- 
es. Mr. Woon took the opportunity of his 
first public address as attorney general to 
attack what he described as human-rights 
“fanatics.” Significantly, he directed these 
remarks to an audience of lawyers and em- 
bassy officials at a Law Society gathering to 
launch its Public and International Law 
Committee’s lecture series. The first proj- 
ect of the new committee is to study the rel- 
evance of the United Nations Declaration 
of Human Rights in Singapore law. In the 
1990s, Mr. Woon was, among other things, 
a nominated member of parliament who 
some Singaporeans hoped might be a voice 
for liberal reform. 

Under crossexamination by Mr. Chee 
during his defamation case in June, Minis- 


www.feer.com 


ter Mentor Lee depicted the spr leader as a 
political failure, contrasting him unfavor- 
ably with Singapore’s two elected opposi- 
tion members of parliament, Singapore 
People’s Party’s Chiam See Tong and Low 
Thia Khiang of the Workers’ Party. Yet Mr. 
Chee’s strategy of challenging—and break- 
ing—what he sees as unjust laws circum- 
scribing political engagement is not just 
drawing international attention, but inspir- 
ing more SDP colleagues not to be intimi- 
dated by the threat of legal actions. Mr. 
Chee also gets to directly confront and 
question Mr. Lee through the courts. 

Examination of the issues behind the 
surge in court cases and adjustments to 
electronic media and public demonstration 
laws underscores the Chee factor. Let us 
look first at the legal actions against the RE- 
VIEW and the Journal. The former centered 
around a July 2006 article by editor Hugo 
Restall entitled “Singapore’s Martyr: Chee 
Soon Juan” that scrutinized PAP gover- 
nance and afforded Mr. Chee’s views a 
space not available in Singapore’s govern- 
ment-controlled domestic media. 

Similarly, at issue in the contempt of 
court case against the Journal were two 
editorials—“Democracy in Singapore” 
(June 26, 2008) and “Judging Singapore’s 
Judiciary” July 15, 2008)—and a published 
letter by Mr. Chee. The first of these edito- 
rials centered on the defamation case 
against Mr. Chee, the latter on a report by 
the Human Rights Institute of the Interna- 
tional Bar Association critical of Singa- 
pore’s standards in the areas of freedom of 
expression and assembly and in the inde- 
pendence and impartiality of the judiciary. 
The 184’s decision to hold its 2007 confer- 
ence in the city-state had earlier been por- 
trayed by the governmentas an authoritative 
endorsement of Singapore’s legal system. 
However, speaking from the floor as a reg- 
istered conference participant, Mr. Chee 
exploited the meeting to turn the IBA’s crit- 
ical spotlight on that very system. 
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Increasingly, the PAP is explaining and 
defending its legal and political systems to 
audiences aroused by Mr. Chee. Among Mr. 
Chee’s new supporters is a team of interna- 
tional lawyers headed by Canadian Robert 
Amsterdam, who defended Mikhail Khodo- 
rovsky and other high-profile Russians 
against the Putin regime, British defama- 
tion expert Anthony Julius, who represent- 
ed Lady Diana, and American law professor 
William Burke-White. These lawyers have 
committed to assisting Mr. Chee in future 
legal cases and to further highlighting his 
treatment in international fora, including 
the United Nations. They also intend to reg- 
ister the spP in their jurisdictions to enable 
it to continue its activities as a legal entity, 
even if the unfolding legal cases bankrupt 
and disqualify the party in Singapore. 

Prime Minister Lee’s National Day Ral- 
ly announcements also concede something 
to Mr. Chee. Political films were banned in 
1998, two years after Mr. Chee applied for 
a license to sell a videotape on the spp. A 
month before the 2006 general election, the 
government also banned political podcasts 
and vodcasts by candidates and parties dur- 
ing election campaigns. Again, Mr. Chee 
and the spp led the way in harnessing these 
new technologies for political engagement. 
Material was consequently restricted to 
candidate biodata on party Web sites. 

However, this official position was de- 
fied by bloggers during the 2006 election. 
Mobile-phone videos of most opposition 
rallies were uploaded to the video-sharing 
site YouTube and crossposted on blogs. Giv- 
en the 2006 election result, the PAP may 
have concluded that their fears about new 
media were exaggerated. At the same time, 
Mr. Nair’s imprisonment serves as a power- 
ful demonstration that Prime Minister 
Lee’s insistence on “accountability and re- 
sponsibility” in the use of these media tech- 
nologies can be imposed where authorities 
choose. 

Meanwhile, the PAP is gearing up its vid- 
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eo strategies at each of its 84 branches, in- 
cluding the utilization of the 
social-networking site Facebook. Liberal- 
izing rules governing these technologies is 
necessary for the ruling party to better en- 
gage younger Singaporeans. 

The government’s decision to sanction 
a designated outdoor space for public dem- 
onstrations is surely an attempt to defuse 
Mr. Chee’s campaign for more expansive 
freedoms of peaceful public assembly. 
Being repeatedly unsuccessful in attempts 
to obtain requisite police permits for out- 
door demonstrations led Mr. Chee and his 
SDP colleagues to deliberately break the law 
to highlight what they see as a discrepancy 
between the Constitution and the practice 
of law on freedom of expression. The glob- 
al spectacle during the 2006 World Bank/ 
International Monetary Fund conference 
in 2006 in Singapore of an ugly stand-off 
between police and spp activists did Singa- 
pore’s image little good. 

The Singapore government has since 
cautiously and conditionally endorsed the 
concept of outdoor demonstrations at inner 
city Hong Lim Park. Protest meetings 
there now require less onerous online reg- 
istration through an official Web site. A 
few groups have used the system, protest- 
ing transport-fare increases, censorship of 
university media and investment losses in 
Lehman Brothers minibonds. 

But while Mr. Chee may exert an influ- 
ence over the pap’s political agenda, there 
remain serious obstacles to broad domestic 
appeal. One is that middle-class profes- 
sionals enjoying material and social status 
benefits under the PAP are uncomfortable 
with Mr, Chee’s modus operandi and un- 
ambiguous rejection of PAP values. Anoth- 
er is the effectiveness of the pAp’s character 
assassination of Mr. Chee through the gov- 
ernment-controlled domestic media. This 
may explain why the international media’s 
sympathetic treatment especially irritates 
Singapore’s elite. - 
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The Return of 
‘China Heavy’ 


by Jack Perkowski 





OR MUCH OF the period 
since China joined the 
World Trade Organization 
in December, 2001, the 
country and its economy 
have been in overdrive. cpp has been 
growing at double-digit rates, exports 
have quadrupled, property prices have 
soared and the Shanghai Index had an in- 
credible run, quadrupling to its high water 
mark in October of last year. 

In the meantime, with the added cata- 
lysts of Beijing’s preparations for the 2008 
Olympics and Shanghai’s for the World 
Expo in 2010, China has been made over 
like no other country ever has. New high- 
ways are everywhere; it’s difficult to find 
a city without a new airport; and Beijing 
and Shanghai are architecturally among 
the most spectacular cities in the world. 

With unprecedented economic growth, 
incredible wealth creation, development 
oriented government officials and a shiny 
new facade, it’s no wonder that China has 
been such a magnet for investment. When 
top corporate executives or the heads of 
private-equity firms arrive in Beijing or 
Shanghai today, they see cities that do not 





look anything like what they expect to see 
in an “emerging market.” In fact, parts of 
China are now so modern that it’s entirely 
possible to spend a week or two in the 
country with the Chinese characters on 
the signs serving as the only reminders 
that you’re in China. In Beijing or Shang- 
hai, you can stay at one of many five-star 
hotels, eat at upscale restaurants on a par 
with anything else in the world, and drive 
off in the latest model car to visit modern 
factories located in any one of China’s 
many economic-development zones. 

This is what I call “China Light.” It’s not 
the China I first experienced in 1993, and in 
many ways it’s a bit misleading. All of the 
new development around the major cities 
encourages the notion that doing business 
in Beijing or Shanghai is just like doing 
business in New York, London, or Paris. 
That’s a dangerous impression to have. 

With the economy expanding at a blis- 
tering pace, the Shanghai market at an all 
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time high, and property prices at bubble 
levels, the China government began to take 
steps late last year to slow things down. 
These measures worked only too well, par- 
ticularly as China begins to feel the pain of 
the global economic crisis. The result: 2008 
will be the first year in many when growth 
falls below double digits; the Shanghai In- 
dex is off more than 60% from its high, 
trading at 2001 levels; property prices have 
softened considerably; and growth in 2009 
may slow to less than 8%. 

After experiencing “China Light,” it’s 
difficult to imagine that “China Heavy,” the 
darker, less economically and legally devel- 
oped side of the country, still exists. How- 
ever, a slowing economy and a dramatic 
decline in asset prices are demonstrating 
that China Heavy is alive and well, and in- 
vestors should beware. Like rocks in a river 
that only become visible when the water- 
level drops, signs of China Heavy are now 
coming to the surface as the country’s eco- 
nomic waters recede. Recent articles on 
troubled investments in China, by foreign 
and domestic investors alike, are once again 
highlighting corporate governance and 
other legal issues that were the subjects of 
the China stories of the 1990’s. 

What should investors pay particular 
attention to in today’s tougher economic 
environment? Following are a few due dil- 
igence items that warrant enhanced scru- 
tiny: 

æ Accounts Receivable have always 
been problematic. Despite the substantial 
progress made by Chinese banks, the 
country still does not have an efficient sys- 
tem for distributing capital. When times 
are good and property and stock prices are 
rising, bank loans secured by real estate or 
shares are plentiful. When the markets 
turn, the banks are quick to demand re- 
payment. As a result, customers that 
looked financially secure a year ago may 
now be problem accounts. 

æ Understanding the true profitability 


of a company in China is often more art than 
science. Rapid asset inflation has made it 
even more difficult. For example, histori- 
cal profits of many Chinese companies 
have been bolstered by stock-market gains. 
Like individuals, companies in China 
flocked to a rising stock market and made 
money on the way up. Those profits cannot 
be counted on in the future, and there may 
even be hidden, unrecognized losses on 
the balance sheet. 

æ Recent sharp declines in raw mate- 
rial prices mean that inventories may well 
be vastly overstated. In a post 2005 world 
when raw-material prices seemed to rise 
ever higher on a monthly basis, the temp- 
tation to overbuy at current prices has 
been strong. Also, some companies have 
sought to lock in prices of raw materials by 
entering into futures contracts with sup- 
pliers. Prior to the economic crisis, that 
seemed like a safe bet. Today, it can repre- 
sent a large off-balance-sheet liability and 
an overhang on future earnings. 

æ Off-balance-sheet liabilities are espe- 
cially difficult to find and quantify in China. 
A recent example: the shareholders of a 
company made certain promises to its 
workers which they chose not to disclose 
to the new owner, a prominent Chinese 
businessman, when they sold him the com- 
pany several years ago. As the factory’s 
fortunes turned down this year, the work- 
ers demanded payment and took the new 
owner hostage when he refused to pay. 

æ Getting proper title to land use rights 
is challenging in China. Furthermore, in a 
fast growing market where getting into 
production as quickly as possible is the 
prime concern, it is often put off until later. 
Rapidly escalating property prices have 
presented an ideal opportunity to sell off or 
pledge real-estate assets as a way to get 
cash. In the current environment, investors 
would be wise to clarify title early in the 
process to determine both true ownership 
and the nature of any outstanding claims. 
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Granted, all of the above represent 
problems that an investor might find in 
companies in any part of the world, not 
just those in China. Several aspects of the 
environment in China, though, are reason 
enough for heightened concern. 

First, in the go-go atmosphere of the 
past five years when the government has 
become increasingly protectionist and pri- 
vate-equity investors have had to compete 
with high stock-market valuations, just 
getting a deal done has been a major ac- 
complishment. Under these circumstanc- 
es, the natural tendency is to overlook, or 
underestimate, the adverse potential im- 
pact of issues such as 
those above. With a 
softer economy and less 
competition from a 


www. feer.com 


[ The term ‘home-court 
advantage’ has new 





dress grievances. Though progress has 
been made, enforcement remains the key 
issue. The term “home-court advantage” 
has new meaning when applied to China. 
If an investor is pitted against strong local 
vested interests, chances are that local in- 
terests will prevail, no matter the merits 
of the case. 

When the dust settles and companies 
and investors once again look to expand 
their businesses, finding opportunities that 
offer growth will be one of the few ways to 
earn adequate investment returns. Lever- 
age can no longer be counted on, and there 
is a limit to what cost-cutting can achieve. 
As a big, growing econ- 
omy, China should rep- 
resent one of the best 
opportunities for in- 


high-priced China stock . . vestment in the world. 
market, a return to mean TS when app lied Moreover, the decline 
stricter due diligence is to C hina where local in China’s stock mar- 
warranted. . . kets should lead to more 

Second, China is a interests P revail. realistic expectations 


long way from where it 
needs to be in terms of corporate gover- 
nance. Even in publicly traded companies, 
the chairman often rules with absolute au- 
thority and little real oversight from the 
company’s board of directors. Under these 
circumstances, the potential for off-bal- 
ance-sheet commitments being made, un- 
known even to the board, is considerable. 

Third, transparency in China remains 
a big issue. Clarifying title, ownership and 
the nature of off-balance-sheet items is a 
difficult exercise in the best of times. With 
a seller, potential partner or local govern- 
ment under financial pressure, it may be 
nearly impossible. 

Finally, if the worst happens, investors 
cannot count on the legal system to re- 


on the part of compa- 
nies seeking investment. Publicly traded 
companies, no longer able to sell their eq- 
uity at prices well above those prevailing 
in the global markets, may now be more re- 
ceptive to private-equity valuations. Com- 
panies that have not had the benefit of 
issuing shares in Shanghai or Shenzhen are 
likely to do the same. 

To take advantage of the opportunities 
that a large growing economy and such re- 
vised expectations may represent, experi- 
enced investors, as well as new investors 
who may be drawn to the country, will do 
well to remember that the appearances of 
a physically modern China can be mis- 
leading, and that China Heavy lies just be- 
neath the surface. if 
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Can Asia Emerge 
Stronger? 


by Ajay Chhibber 





SIA IS BEING hit by the fi- 
nancial tsunami whose epi- 
center is in the developed 
countries, but which has 
had an impact so far on 
hundreds of millions of people 
worldwide. Unlike the Asian financial cri- 
sis of 1997 caused by poor macroeconomic 
policies and weak financial systems in the 
region, this time most Asian countries are 
being affected despite strong macroeco- 
nomic fundamentals and sound banks and 
corporations. The richer Asian economies 
of Japan, Hong Kong, Taiwan and Singa- 
pore are all currently in recession. The rest 
of Asia is still growing, but regional growth 
will decline in 2008 and 2009 by as much 
as three to four percentage points—more 
sharply than expected—sending millions of 
people whose lost jobs back into poverty. 
This is especially bad news because of 
the good news that preceded the crisis. In 
the past decade, Asia was able to lift some 
300 million people out of extreme poverty. 
And it had brought its economic house in 
order. But now, all these gains are under 
threat from the current crisis. Given that 
almost 900 million people still live in ex- 





treme poverty in Asia—living on less than 
$1.25 per day—the current turmoil has the 
potential to become a social disaster and in- 
crease political tensions. Instead of further 
progress in the fight against poverty, even 
the recent gains are at risk of reversal un- 
less Asian countries take urgent action. As 
late as September this year, Asia appeared 
headed to achieve the United Nation’s Mil- 
lennium Development Goals by 2015, but 
that assessment now seems to be in doubt 
and could be derailed. 

There are three immediate needs for 
Asia: first, to have an Asian monetary facil- 
ity which builds on the Chiang Mai Initia- 
tive and whose establishment will help 
stabilize markets and ease pressure on ex- 
change rates. Second is better coordination 
on financial and trade policies in Asia and 
more intra-Asian trade. Finally, Asian na- 
tions need to boost demand in 2009 and 
strengthen targeted programs to help the 
poor and needy. Asia cannot hope to export 
its way out of the impending crisis, but in- 


œo Mr. Chhibber is director of the UNDP Regional 
Bureau for Asia and the Pacific, and U.N. assis- 
tant secretary-general. 


a + 


stead must find its own solutions. 

For sustaining growth, Asia has so far 
relied relatively more on exports than any 
other region in the world. The Asian ex- 
port-led model has worked well. On aver- 
age, emerging Asia’s exports to the United 
States are about 16% of its app. Exports to 
the U.S. account for about one-third of GDP 
in Malaysia and Singapore. This ratio is also 
high in Hong Kong (22%), Vietnam (19%), 
Thailand (15%), Taiwan (16%), the Philip- 
pines (12%) and China (12%). Among 
emerging economies, India is the least ex- 
posed—exports to the U.S. account for only 
3% of its GDP. Similar patterns can be ob- 
served for exports to the European Union, 
which has surpassed the U.S. as the main 
trading partner for many in the region. 

The headline story is that the direct fi- 
nancial impact of the crisis on Asia has been 
small, but a closer look reveals that Asia’s 
financial integration with Western econo- 
mies, particularly with the U.S., has in- 
creased dramatically over the last decade. 
More Asian money is now invested in West- 
ern countries than at any point in history. 
Emerging Asia held as much as 28% of GDP 
worth in U.S. Portfolio Securities—both 
debt and equities—in 2006 compared to 
10% in 1994, Similarly, 13% of GpP worth of 
Asian Portfolio Securities is owned by the 
U.S. This partially helps explain the huge 
decline in Asian equity and currency mar- 
kets in the last two months. The financial 
exposure to the U.S. as percentage of GDP is 
relatively high for Singapore, Hong Kong, 
Tatwan, China, Korea and Malaysia. Only 
Vietnam and India are relatively less inte- 
grated with Western financial markets. 

The growing integration of Asian finan- 
cial markets with the rest of the world ex- 
plains why equity markets in Asia have 
fallen as sharply as elsewhere. Neverthe- 
less, the overall impact on real markets in 
Asia will not be as bad as in 1997-99, when 
the crisis was largely home-grown. While 
the trench will not be as deep as the crisis 


that the region suffered during 1997-99, 
neither will the recovery be as straightfor- 
ward. What’s needed is a new, domestic de- 
mand-led recovery, instead of the old 
reliance on an export-led recovery. China’s 
$580 billion stimulus package for infra- 
structure and social spending is a strong 
step in that direction. China has also start- 
ed to lower interest rates to boost demand, 
recognizing that its spending may take time 
to kick-in. Other East Asian countries with 
strong fiscal positions could follow the Chi- 
nese example in bolstering domestic de- 
mand. On the other hand, South Asian 
countries, such as India and Sri Lanka, are 
encouraging domestic demand through low 
interest rates, as they have relatively high 
fiscal deficits. 

There’s already a silver lining for Asia, 
and that is falling food and fuel prices. 
These price drops will reduce trade imbal- 
ances by helping contain inflation, which 
allows Asian countries to ease monetary 
policy. Inflation rates have started to de- 
cline sharply in recent weeks. Of course, 
commodity exporters like Malaysia, Indo- 
nesia, Cambodia, Laos and Vietnam, which 
had benefited from high commodity prices, 
will likely feel the price declines more, es- 
pecially in rural areas. Unlike 1997-98 when 
Asia’s urban population took the brunt of 
the crisis, this time the impact will be more 
widespread with rural incomes already 
falling sharply on the back of declining food 
and commodity prices. 

Using this to their benefit, Asia can take 
some confident steps forward. More intra- 
Asian trade will generate demand and help 
the smaller Asian countries deal with lower 
export demand. For instance, Bangladesh, 
Cambodia, Nepal, Sri Lanka, Pakistan and 
Vietnam are highly dependent on the U.S. 
and European markets, and trading more 
with Asia will give them a lifeline. For these 
low-cost producers, more intra-Asian trade 
offers a way out. But the same path is not 
obviously available to higher wage econo- 
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mies such as Korea, Malaysia and Thailand. 
For them, moving into higher end products 
to compete with a share of Asia’s higher end 
market, now dominated by Europe, offers a 
solution, but one which will require bold 
and strategic investments. 

In recent weeks, many Asian coun- 
tries—even those with strong macroeco- 
nomic balances, including current-account 
surpluses on their balance of payments— 
have come under pressure on their curren- 
cies and equity markets. This has been 
driven by a flight from perceived risks 
largely toward U.S. dol- 
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nance almost 60% of this through bond is- 
sues in foreign and domestic markets, but 
these would now have to be financed at a 
very high premium if they could be done at 
all. Indonesia cannot rely so much on mar- 
ket financing and needs special financing 
from multilateral and bilateral sources, as 
well as the confidence boosting capacity of 
a backup facility. 

Sharp increases in emerging-market 
spreads reflect a generalized retreat from 
emerging markets not weak macroeco- 
nomic fundamentals. To deal with this, 

Asia needs an expanded 


lar fixed-income securi- | , monetary facility. The 
ties. Only the Chinese Asia parnee hop e to IMF has announced a 
yuan and the Japanese export its way out of new $100 billion credit 
yen have strengthened . . > o facility to help emerg- 
against the dollar— the URE ending CTISIS, ing markets; however, 
backed by huge reserves but instead must find the political and social 
and, in the case of Ja- , . stigma of an IMF bailout 
pan, the unwinding of its own solutions. makes most Asian coun- 


yen carried trade when 
yen was borrowed at very low interest rates 
and invested onward into other higher- 
yielding assets in other currencies. The an- 
nouncement of a credit-swap arrangement 
with the U.S. Federal Reserve has helped 
stabilize the Singapore dollar and the Ko- 
rean won, but others remain vulnerable. 
Indonesia looked comfortable in mid- 
2008, holding $60 billion in reserves—al- 
most six months of imports and much 
larger than its short-term debt. Indonesia 
also had a current-account surplus, low 
debt ratios and a small fiscal deficit, and an 
economy growing at over 6% per annum. 
Poverty and unemployment were falling 
and the future looked bright. But since the 
crisis began to bite, the Indonesian rupiah 
has lost around 25% of its value and now 
looks vulnerable. One reason for market 
worry is that although Indonesia has strong 
macroeconomic balances, nevertheless it 
has large foreign liquid liabilities and needs 
to rollover substantial amounts of public 
debt in 2009. Indonesia had expected to fi- 


tries reluctant to en- 
gage with the organization. In the absence 
of such a multilateral body, bilateral swap 
arrangements are being hotly pursued but 
remain an ad hoc mechanism. The Chiang 
Mai Initiative, which has pooled $80 bil- 
lion to help the Association of Southeast 
Asian Nations Plus Three countries in cri- 
sis, needs to be expanded. 

After expensive cleanups, Asian coun- 
tries in general face this crisis with rela- 
tively clean banks and corporations. They 
are not undercapitalized or overleveraged, 
but are nevertheless vulnerable if there are 
sharp currency swings which will lead to 
mismatches. Some corporate holders of un- 
hedged foreign-currency debt, who would 
otherwise be solvent, may need bridge fi- 
nancing to more balanced positions. In ad- 
dition, most Asian property markets had 
overheated in recent years—just as those of 
the U.S. and Europe—and now face asharp 
decline in demand as credit tightens and 
foreign money starts to pull out. This will 
have a huge knock-on effect on the con- 
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struction sector which helps employ large 
numbers in most Asian countries. Stock 
markets have also fallen sharply in lip sync 
with equity markets in the U.S. But unlike 
in the U.S., Europe and Japan, the impact 
on consumer demand due to the negative 
wealth effect of stock losses remains rela- 
tively limited since only a small proportion 
of the population hold equity. 

In addition to a larger currency facility, 
what’s also needed is better coordination 
on financial and monetary policies. Many 
Asian economies have injected liquidity 
through reduction of cash statutory ratio 
and introducing new facilities, extending 
the range of collateral, or easing access to 
the central banks’ discount windows. With 
inflation pressures easing, a number of 
economies such as China, India, Korea, Tai- 
wan and Vietnam have cut policy rates. In- 
dia, Japan and Hong Kong also announced 
plans for bank recapitalization contingency 
funds. The decision by Korea, Taiwan, 
Hong Kong and Singapore to provide a 
blanket guarantee on deposits, led Malaysia 
to follow in their footsteps, putting enor- 
mous pressure on other Asian countries, 
like Indonesia, to do the same. Such actions 
could benefit from better coordination. 

Finally, there is an urgent need for 
stronger social programs that will ensure 
Asia’s future. Asian countries need to help 
children stay in school, ensure that basic 
health care and vaccination initiatives are 
maintained, and provide food to the very 
needy to help them deal with the down- 
turn. Targeted conditional cash programs— 
which give cash to families to ensure that 
children, especially girls, remain in school 
and are vaccinated—have not been tried 
much in Asia, but are a good way forward. 
Some Asian countries have large but very 
inefficient food-distribution systems. And 
although many have midday-meal schemes 
in schools that will help, they are not 
enough in a crisis. 

Asia lacks well-developed social-secu- 


rity systems, such as those in Europe, and 
so a decline in growth will deepen the so- 
cial effects ofthis crisis. As jobs are cut and 
workers have lost their rural links, many in 
China increasingly wish for the “iron rice 
bowl” policies of the Mao era, which at the 
very least provided basic food, health care 
and education. India recently launched a 
massive rural-employment guarantee 
scheme expected to cost about 2% of its 
GDP. If successful, the scheme could be the 
answer to increasing unemployment, at 
least in rural areas, and help keep people 
from adding to the ranks of the urban un- 
employed. But there are huge concerns 
about how much of the money will actually 
reach the needy. Some say better targeted 
programs—such as conditional cash trans- 
fers—should be tried instead. Such pro- 
grams will also help keep Asia on track to 
meet the MDG by 2015 by helping children 
stay in school and ensuring that health care 
is not neglected. 

Many Asian governments derive their 
legitimacy from a social contract in which 
their populations expect continual high 
growth, more jobs and rising incomes. This 
is especially true in countries where the 
population is young and growing. If these 
expectations are dashed too strongly and 
many drop into the ranks of the unem- 
ployed—even temporarily—we could see an 
explosive tension in many countries. Asia 
lacks the social-safety nets and institution- 
alized coordination mechanisms to deal 
with such tensions. Next year will be cru- 
cial for Asia’s handling of this crisis. 

If Asian nations can work together, 
keep trade open and strengthen social-safe- 
ty nets, they will not only be able to deal 
with this financial tsunami, but also lay the 
groundwork for a powerful future, one in 
which greater coordination prepares the 
path for the eagerly awaited Asian century. 
This time, Asia can’t expect solutions from 
outside—it must find some of its own and, 
by doing that, help the rest of the world. 9 


48 | FAR EASTERN ECONOMIC REVIEW «= December 2008 i 





œs INDONESIA % 





Indonesia Tackles 
Corruption, Finally 


by Simon Montlake 





EYOND BALI AND natural 
disasters, Indonesia is rare- 
ly in the news spotlight. 
When it is, one description 
that endures is of the nation 
as among the world’s most corrupt coun- 
tries,” a land of systemic graft where near- 
ly everyone is an embezzler, briber or 
influence peddler. But that reputation des- 
perately needs an update. Far from sinking 
deeper into the muck, Indonesia has begun 
to hose down the light-fingered hustlers 
that weigh down the ship. Over the last few 
years, Indonesians have dined on a diet of 
corruption busts that have put once un- 
touchable figures like lawmakers, judges, 
central bankers, ambassadors and provin- 
cial governors in the dock. Foreign inves- 
tors still complain of shakedowns—and the 
daily skim by officials continues—but sur- 
veys of corruption show that Indonesia is 
finally making progress, albeit from an 
abysmally low point. 

Three decades of ironfisted tutelage by 
President Suharto and his corrupt clan cer- 
tainly left its mark. Suharto’s chaotic oust- 
er in 1998 allowed a flourishing of 
democracy but no immediate day of reck- 





oning for corrupt politicians and tycoons, 
whose wealth and power afforded them 
immunity, even as the public clamored for 
payback. Subsequent elected governments 
were also mired in corruption, and public 
institutions struggled to rebuild. A rash of 
separatist rebellions, sectarian strife and 
religious extremism began to undercut In- 
donesia’s faith in democracy as a path to a 
brighter future. Some analysts foresaw an 
eventual retreat back to military rule. Oth- 
ers opined that a corrupt, dysfunctional 
state was ripe for an Islamic takeover. In 
the 2004 parliamentary elections, the Pros- 
perous Justice Party, the likely vehicle for 
any such action, doubled its share of seats 
after promising pious, graft-free gover- 
nance to voters who had tired of democrat- 
ic money politics. 

That same year, Susilo Bambang Yud- 
hoyono, aretired general, was elected pres- 
ident on a similar pledge. He put the 
challenge in stark terms that bear repeat- 
ing, four years later, as Mr. Yudhoyono 
girds for his reelection bid next year. “The 
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eradication of corruption will be my prior- 
ity over the next five years. We have to 
eradicate it structurally and culturally... 
This country will be destroyed if we do not 
stop the growth of corruption. There needs 
to be some shock therapy so that the people 
know that this government is serious about 
corruption,” he said. 

Indonesians have heard such words be- 
fore. But this time they began to see actions, 
as investigators turned up the heat on offi- 
cials accused of abuses. In 2005, Abdullah 
Puteh, governor of Aceh Province, was sen- 
tenced to 10 years in jail for skimming state 
funds in a helicopter deal. The following 
year saw an unannounced raid on the Su- 
preme Court, a bastion of influence ped- 
dling. More corruption cases followed, and 
more public figures were called in as wit- 
nesses or, increasingly, as suspects. In the 
past, such efforts to bring powerful officials 
to book followed a familiar pattern, a mer- 
ry-go-round of justice that never seemed to 
end in jail. Suspects would walk away on 
technicalities or be left in legal limbo. 

That no longer holds true. In October, 
former Bank Indonesia governor Burhan- 
uddin Abdullah was convicted and jailed 
for bribing lawmakers in 2003 to pass fa- 
vorable legislation. The case has already en- 
snared several other central bank officials 
and lawmakers who are either on trial or 
have been named as suspects. One of the 
suspects is BI’s former deputy governor, Au- 
lia Pohan, who was detained by the KPK just 
last week. His daughter is married to the 
eldest son of Mr. Yudhoyono, who has re- 
peatedly said that this relationship has no 
bearing on the case. Imagine another Asian 
country where such a close bond wouldn’t 
confer immunity on a suspect. 

A surge in successful corruption pros- 
ecutions is only indirectly due to Mr. Yud- 
hoyono. Much of the credit goes to the 
independent Corruption Eradication Com- 
mission, known as the KPK, which was set 
up in 2003. Mandated by parliament with 


rooting out major corruption in the public 
sector, the agency answers directly to the 
president. Its investigators use sophisticat- 
ed wiretaps and other intercepts, track sus- 
picious bank accounts, and cooperate with 
overseas counterparts. Crucially, in a coun- 
try where the police and judiciary are seen 
as corrupt and beholden to their political 
masters, it makes its own arrests and pros- 
ecutes its own cases in a special anticorrup- 
tion court. The KPK’s success rate in 
prosecutions has been near perfect. 

Corruption watchdogs are taking note. 
Transparency International, which com- 
piles a widely watched index, gave Indone- 
sia a score of 2.6 out of a perfect 10 for 2008, 
up from 1.9 in 2003. That still leaves Indo- 
nesia as 126th out of 180 countries surveyed. 
But such surveys are based on perceptions, 
not facts, and tend to lag behind the reality. 
This year has seen a surge in activity by the 
KPK, and it’s a fair bet that foreign investors 
in Indonesia, whose views are reflected in 
such indices, are watching closely. That Mr. 
Yudhoyono, a cautious reformer, is ahead of 
other presidential challengers in the polls 
is also positive for the war on graft. 

As an elite agency, the KPK is fairly small, 
with 600 employees. Its annual budget of 
$18 million is far less than the $85 million 
allocated to Hong Kong’s Independent 
Commission Against Corruption, which 
was created in 1974. Indonesia’s police force 
employs around 350,000 people in a coun- 
try of 235 million. That puts the KPK in a 
position where it must select only cases that 
are significant—usually defined as major 
public-sector graft—and those that can po- 
tentially spur internal reforms within other 
public institutions such as the police and 
judiciary. The idea is to make these and oth- 
er state bodies into allies in the fight against 
corruption, so that their muscle is put to 
work against everyday offenders, while the 
KPK takes on the “big fish.” 

This is no small task: Indonesia’s legal 
system is riddled with bribery, from petty 
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cases to big-ticket scandals. In September, 
the anticorruption court sentenced Tri Urip 
Gunawan, a senior state prosecutor to 20 
years in jail for accepting a $660,000 bribe 
to drop a fraud case involving BI liquidity 
support to a failing bank. A broker who 
handed over the money was also jailed for 
five years. But the fraud case in question re- 
mains closed and the former bank owner in 
the case, who reportedly used the jailed 
broker as a go-between to 
the prosecutor’s office, 
has not been detained, 
raising doubts about the 
effectiveness of the KPK as 
a trigger for government 
reform. 

To anticorruption 
campaigners in Indone- 
sia, who often share their 
data with the KPK, such 
incidents smack of com- 
promise in the face of 


powerful political forces. thal re-election in 2009, President Yudhoyono has 
ple 


dged to make anticorruption policies a priority. 


They criticize the agency 
for arresting only rank-and-file parliamen- 
tarians, not party bosses, and claim that se- 
nior government officials and politicians 
are dodging the bullets. “If the KPK ad- 
dresses the corruption problem at the elite 
level, it will be ‘shock therapy’ for mid- and 
low-level officials,” Adnan Topan Husodo, 
deputy chairman of Indonesian Corruption 
Watch, a respected watchdog group, told 
me. He said the “trickle-down effect” of 
busting the rich and powerful is immense 
in a patronage-driven system. 

So far, no sitting cabinet minister has 
been named as a suspect in a KPK investiga- 
tion, though a handful of former ministers 
have been questioned in various cases. For- 
eign experts in the field say that this issue 
is highly sensitive for Mr. Yudhoyono, 
whose cabinet is a coalition of political par- 
ties whose support he may need next year. 
But once politicians are stripped of what- 
ever implicit immunity a cabinet seat af- 








fords, all bets are off. There is speculation 
that ministers in Mr. Yudhoyono’s cabinet 
with murky records are at risk after the 
2009 elections. That would send a clear 
message to their successors that nobody is 
above the law. 

Given the opacity of corruption, it’s 
hard to say whether the KPK is preventing 
potential abuses. Its chief commissioner, 
Antasari Azhar, told me that civil servants 
now know that they’re 
being watched and are 
afraid of being hauled be- 
fore a court. The KPK is 
also prodding govern- 
ment bodies to overhaul 
internal monitoring sys- 
tems. “We prefer the pre- 
ventative way to just 
arresting people,” he said. 
Anecdotal evidence sug- 
gests that government of- 
= ficials in Jakarta are 

changing their tactics in 

response: more face-to- 
face meetings and fewer bank transfers, so 
as not to leave a trail for the KPK. Inevitably, 
the grease seeks new ways to lubricate the 
system, but the opportunity cost becomes 
higher, as does the risk of detection. 

Some public figures are still seen as un- 
touchable by the KPK, including the family 
of Suharto, as well as senior and retired 
military generals who, in any case, are for- 
mally subject to military courts, not civil- 
ian ones. The 2001 parliamentary act that 
birthed the KPK prevents retroactive inves- 
tigations, thereby shielding some of the 
most egregious corruptors of the past, such 
as the conglomerates who misused billions 
of dollars in bank liquidity support during 
the 1997-98 financial meltdown. Another 
problem is Indonesia’s increasingly decen- 
tralized revenue collection that encourag- 
es rapacious local officials, who are far 
from the KPK’s prying eyes. Some politi- 
cians have suggested spinning off regional 
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versions of the anticorruption court, al- 
though a more systematic purge of the ju- 
diciary would be needed to ensure that any 
regional bodies keep their noses clean. 

Why has the KPK succeeded where In- 
donesia’s past jabs at corruption—dating 
back to clean-up campaigns in the 1950s— 
failed to stick? To find out, I paid a visit to 
Amien Sunaryadi, a former KPK commis- 
sioner and state auditor who worked as a 
private investigator for PriceWaterhouseC- 
oopers. Mr. Sunaryadi explained how he 
was appointed in 2003 to manage an agen- 
cy that had no offices and no employees. 
His first priority was hiring qualified, un- 
tainted staff from the public sector who 
would not subject to standard civil-service 
rules. High-tech equipment and training 
followed, with contributions from the Unit- 
ed States and other donors. 

Having laid the groundwork, investiga- 
tors went to work on some low-hanging 
fruit, starting with Mr. Puteh, the Aceh 
governor. Other mid-ranking state officials 
were also investigated. To some activists, 
though, the pace appeared slow. There was 
also concern when the first slate of commis- 
sioners ended their four-year term in late 
2007. Under the law, parliament selects the 
five-person commission from a presidential 
shortlist. Their choices for the KPK—includ- 
ing Mr. Azhar, a former chief prosecutor 
who let Tommy Suharto, the former presi- 
dent’s son, slip away in 2000—drew criti- 
cism from Indonesian Corruption Watch 
and other groups, who claimed that reform- 
ers were losing out. Mr. Sunaryadi, who is 
widely respected by campaigners, failed to 
win a second term and now works on gov- 
ernance programs at the World Bank’s Ja- 
karta office where I met him. 

Yet within months of parliament giving 
Mr. Azhar the nod, the KPK began claiming 
more scalps among the ranks of lawmakers, 
arresting some red-handed with bribe 
money. Doubts about the agency’s integrity 
faded somewhat, as it became clear that the 
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new commission wasn’t pulling its punch- 
es. To Mr. Sunaryadi, such a line of reason- 
ing is fallacious, though. The success of the 
KPK hinges not on its rotating board of man- 
agers but on internal systems that reward 
dogged investigations and solid prosecu- 
tions. The fact that more high-profile busts 
occurred in 2008, he told me, was the end 
result of months and years of surveillance 
and other detective work. Mr. Burhanuddin 
was convicted in an investigation that 
stretched back to 2006. That is a powerful 
lesson to other corrupt officials, and shows 
that the KPK isn’t about to fade away. 

To those caught in the KpK’s crosshairs, 
as well as to the Indonesian public, the KPK 
can appear to be all powerful, all seeing. 
This image is burnished by local television 
shows that dramatize its work with lurid 
reenactments. The KPK may not be omni- 
scient but experts reckon it’s the most pow- 
erful anticorruption agency in Asia, given 
its sweeping mandate to investigate, sub- 
poena and arrest suspects, and to prosecute 
them in its own courts. 

Some in parliament are alarmed by the 
KPk’s propensity for arresting its members, 
and lawmakers have called for closer seru- 
tiny of the agency’s phone-tapping, citing 
privacy laws and human rights. There’s no 
doubt that the confirmation hearings for 
the next commission in three years will be 
amore testy affair. Legislation is also pend- 
ing for the anticorruption court, whose le- 
gal basis was successfully challenged in the 
constitutional court. Failure to pass a new 
law next year would, in theory, pull the plug 
on the court. But such tactics to curb the 
KPK are unlikely to find favor with the In- 
donesian public, which sees parliament as 
a den of corruption. A president armed with 
a popular mandate should be able to herd 
lawmakers into line. The result won’t be a 
squeaky-clean body politic or public sector, 
but it should be enough to nudge Indonesia 
in the right direction on global indices on 
corruption. = 
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China’s Green Future 


by Jennifer Warren 





IVEN THE AILING State of the econ- 
omy inthe United States, many be- 
lieved that President-elect Barack 
Obama would backtrack on his campaign 
promises on climate change. Yet he reiter- 
ated his message recently at a major cli- 
mate-change conference by pledging to 
spend $150 billion over 10 years to secure a 
clean-energy future for America. This is a 
wise strategic direction which could help 
move the U.S. out of its economic malaise, 
and restore its leadership on the issue of 
carbon-dioxide emissions reductions. 

A clean-energy future will not come to 
the U.S. cheaply or easily. Nor will America 
be able to achieve it working alone. China 
needs to be involved. The two largest en- 
ergy-consuming nations in the world—Chi- 
na and the U.S.—can complement each 
other’s efforts toward sustainable, cleaner 
energy. The spillover effects—increased 
employment, economic growth, enhanced 
long-term energy security and stronger for- 
eign-policy initiatives—should tantalize 
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politicians searching for 21st-century poli- 
cy solutions. 

Understanding China’s huge energy-re- 
lated challenges illuminates the out-sized 
opportunity for America. China took the 
lead from the U.S. as the greatest carbon 
emitter in 2006: The trajectory continued 
with China emitting an estimated 1.8 bil- 
lion tons of carbon to the U.S.’s 1.6 billion in 
2007, with India ranked third. Notably, be- 
tween 1980 and 2000, China quadrupled its 
GDP, but only doubled its energy consump- 
tion. The squeeze on energy demand, 
through conservation and efficiency mea- 
sures, was achieved by focused policies and 
management practices, investment target- 
ed in energy-conservation projects, and 
new conservation institutions. 

China’s unexpectedly high emissions 
in the period 2000-06 were driven by mar- 
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ket reforms, urbanization, increased trade 
and coal dependence, says China energy 
expert Mark Levine of the U.S. Berkeley 
National Laboratory. Investment clustered 
in heavy polluting industries, such as ce- 
ment and steel production, stimulated eco- 
nomic growth and increased energy usage. 
The legacy of the controlled economy 
meant conservation in energy use was not 
prioritized. Greater urbanization—city 
dwellers jumped by 26% to 577 million 
people in 2000-06—brought more build- 
ing, infrastructure development and great- 
er energy consumption. 

China’s current and future energy 
portfolio mix contributes greatly to its in- 
creasing CO2 emissions, called an oncom- 
ing “carbon tsunami” by 
China energy expert Mik- 
kal Herberg of the Pacific 
Council on International 
Policy. The International 
Energy Agency projects 
that coal, the heaviest pol- 
luter, will produce 80% of 
China’s energy, in spite of 
intentions to use more re- 
newables and nuclear 
power. The IEA says China, 
with four times the popu- 
lation, will overtake the U.S in primary en- 
ergy consumption after 2010. 

China’s problem is the need to supply 
power now to upwardly mobile urbanites, 
growing businesses, and an expanding 
economy versus moving toward longer- 
term goals of an energy mix that’s clean 
and sustainable. China has to do both si- 
multaneously. Slower economic growth 
brought by the global financial crisis could 
give China breathing room to further pol- 
icy objectives in energy, in spite of Bei- 
jing’s recently announced $586 billion 
stimulus plan. 

Given the challenges facing China, Bei- 
jing’s energy goals can be fast-tracked 
with the help of American companies, and 


The U.S.and 
China can comple- 
ment each other’s 
efforts toward 


sustainable energy. 


both countries will benefit from enhanced 
green trade routes. 


Powering China Together 


COOPERATION IN ENERGY between the U.S. 
and China has a rich but overlooked history. 
Three decades ago, the U.S. Department of 
Energy (DOE) and China’s National Devel- 
opment and Reform Commission began co- 
operation in science and technology, a 
relationship that has grown increasingly 
complex and broad. Cooperative projects in 
renewables—solar, biomass, hydropower 
(including the Three Gorges Dam), geo- 
thermal and ocean energy—were launched 
in 1978. Joint programs on high-energy 
physics, nuclear physics, 
fusion and fossil energy 
accompanied the intro- 
duction to clean coal tech- 
nology. 

Just 14 years ago, the 
Chinese considered them- 
selves too poor to worry 
about climate, recalls 
then-senior DOE executive 
Robert Price. But after the 
U.S. assisted China in cli- 
mate-change studies and 
reductions of methane from coal, the Chi- 
nese began to grasp the gravity of energy’s 
impact on health and wealth. 

Importantly, helping China power its 
country would require U.S. private-sector 
capabilities and create export opportuni- 
ties. One American energy firm and its Chi- 
nese partners show how joint ventures can 
evolve, and are a future source of synergies. 
To serve the natural-gas rich regions of 
Xinjiang Province, Patrick Jenevein and 
Yih-Min Jan formed the clean energy firm 
Tang Energy in 1996, helping China Nation- 
al Petroleum process gas more efficiently. 

Soon Tang entered China’s developing 
wind-energy market, but wind-farm devel- 
opment proved unprofitable. Instead, the 





joint venture, HT Blade, was created in Jan- 
uary 2001. Formally known as Zhong Hang 
(Baoding) Huiteng Windpower Equipment 
Company, it’s now the second largest glob- 
al manufacturer of wind-turbine blades. 
The first Chinese wind turbines were re- 
cently exported to the U.S. through the 
partners. Mr. Jan says that even European 
manufacturers of wind-turbine compo- 
nents are setting up shop in China, helping 
China become the global manufacturing 
hub for the turbines. 

The networks required to achieve syn- 
ergies will take time, but they exist in var- 
ied forms. Over 15 years, Tang Energy 
developed working relationships with an 
array of Chinese players. This created new 
green-tech trade routes, a “real” $1 billion 
to $2 billion asset in the form of a blade 
company, and a blueprint of sustainability. 

At the same time, government policies 
on both sides are guilty of inhibiting sus- 
tainable-energy ventures. China’s energy 
policy is surprisingly similar to the U.S.’s in 
that it is “fragmented, diffuse and not very 
coherent,” says Mr. Herberg. “Many ‘half- 
policies’ exist which work at cross purpos- 
es.” Moreover, China doesn’t have an 
overarching DOE, making policy coordina- 
tion even more difficult. Though the central 
government passes stringent measures, 
some provincial and local leaders circum- 
vent them. 

Governments, eager to claim clean-en- 
ergy victories, must engage the private 
sector to ensure that policies, whether 
subsidies or incentives, do no harm. At two 
different intervals, both the U.S. DoE and 
U.N. Development Programme policies 
had negative impacts on projects. A DOE 
reverse auction proposal discouraged ex- 
perienced wind-farm developers, clearing 
the way for the politically motivated and 
inexperienced to participate. Today, the 
most successful developers in China’s 
wind-energy market are either govern- 
ment-, grid- or power-generation-related 





firms. Tang’s Dabancheng wind farm was 
dealt a “fatal blow” when the U.N. gave a 
grant to a competitor immediately adja- 
cent to their wind farm, who ultimately al- 
lowed the wind farm to languish. This 
“energy welfare” deterred long-term play- 
ers that would maintain the farms, with 
profitability driving sustainability. 

Top-ranking government officials’ par- 
ticipation in energy and economic dia- 
logues, initiated by the U.S. Treasury’s 
Hank Paulson, are promising, Mr. Herberg 
believes. And a 10-year plan will focus on 
renewables, noncoal-based generation, 
clean-coal technology and other genera- 
tion efficiencies. But high-level communi- 
qués do not necessarily foster 
understanding at the House and Senate 
levels, where a good deal of policy barter- 
ing and protectionism is born. Mr. Price 
suggests more action and less talk. These 
strategic dialogues spend resources need- 
ed to fund projects which further the en- 
ergy paradigm over reporting on what’s 
been done. The DOE and the Department 
of Commerce should engage key, smaller 
U.S. firms in energy efficiency and renew- 
ables, offers Mr. Price. 


Energy System Overhaul 


CHINA’S ENERGY SYSTEM developed accord- 
ing to its needs and resources, now moving 
a step away from its fossil-fuel beginnings. 
American firms have a vast array of tech- 
nologies that can be deployed to help China 
reduce its greenhouse gas emissions. 

Coal power; For China, the reduction of 
pollution from coal is a priority. True 
“clean” coal technology is expensive, and 
its commercial application is still many 
years away. Yet there are interim steps that 
can be taken. Tang Energy and its Chinese 
partners recently piloted the Tengjin pow- 
er plant in Shanxi Province. The 60-mega- 
watt plant captures the exhaust emissions 
from a coal-based manufacturing plant, 








cleaning the atmosphere, and then recycles 
the emissions to make electricity. Yet ex- 
amples such as this are still rare. 

Oil as transport fuel: China’s consump- 
tion of oil is an escalating concern, as its 
vehicle market is expected to surpass the 
U.S. in 2015, thus quadrupling oil demand. 
Though concerned about global warming, 
surveys show that young Chinese still 
want cars. U.S. automakers already have a 
foothold in the Chinese market. They 
should factor in a China strategy as they 
develop smaller, more fuel-efficient cars, 
including hybrids, electric and dual-fuel 
vehicles, while both governments work to- 
gether on next-generation efficiency tech- 
nologies. At the same time, Beijing can set 
the agenda for its citizens on personal ver- 
sus public-transit options—weighing the 
manufacturing of autos or infrastructure 
investment for congested cities. 

Natural gas: Cleaner burning natural 
gas has played a small role in China’s en- 
ergy mix. Natural gas may hold untapped 
potential, emitting 45% less co2 than coal 
and 30% less than oil. It has the ability to 
morph into a variety of end uses, including 
transportation fuel. China intends to in- 
crease power generation from natural gas 
by 13% annually to 2030, which will require 
more liquefied natural gas imports. 

Natural-gas reserves, beyond its 80 
trillion cubic feet, may exist in China in 
places that are yet to be discovered. In the 
last decade, U.S. drilling technology ad- 
vances have allowed gas to be captured 
more cost-effectively from difficult, shale 
formations. A U.S. business group plans to 
export their experience in drilling tech- 
niques to aid China’s exploration of gas. 
But it will cost billions of dollars in infra- 
structure development to bring the gas to 
market. GE Oil & Gas recently completed 
work related to China’s landmark West-to- 
East gas pipeline, revealing how American 
expertise and techniques can further nat- 
ural gas expansion. 


Nuclear power: China’s nuclear-power 
program is ambitious. The government 
plans to install 45 gigawatts by 2030, an 
8.8% growth rate. This would supply 
around 5% of China’s electricity genera- 
tion. Westinghouse Electric of the U.S. is 
helping China use new third generation 
nuclear-power technology in a series of 
nuclear reactors. Through China’s market, 
engineering costs are defrayed for future 
production, thus allowing more cost-ef- 
fective nuclear-power plants to be built in 
the U.S. But a tension remains. “What the 
Chinese build over the next 25 years in nu- 
clear energy, they are now building every 
five months in coal generation,” says en- 
ergy expert Mr. Herberg. 

Renewables: China recently took the 
global lead in renewables with 152 giga- 
watts of installed capacity, two-thirds of it 
from hydropower. It leads in the manufac- 
turing of solar photovoltaic technology. 
The country could claim, by 2009, the title 
of the world’s leading exporter of wind tur- 
bines. With many clean-energy projects 
stalled because of dried-up funds, Tang’s 
Mr. Jan suggests allowing the cash-rich 
Chinese opportunities to invest in U.S. 
green-energy projects such as wind farms. 
China’s “green tech” in terms of export pos- 
sibilities and scale of usage domestically 
could become the envy of the world. 


Regeneration 


A SUSTAINABLE ENERGY system will require 
consumers of a critical mass to start a dif- 
ferent Cold War—one that cools the planet 
through cooperation. This “race” is really 
more of a dance, where one partner leads at 
times and, at other times, they dance in uni- 
son. The stakes are high, with the opportu- 
nity to “outperform” attainable. The 
CNOOC-Unocal incident created the oil- 
competition story, and a shape-shifting 
cloud of protectionism against China. Bet- 
ter cooperation on energy and environment 
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can bring more transparency and build 
trust to extinguish protectionist embers. 
New forms of regional cooperation can 
cut through policy clutter. In the U.S., state- 
and city-level green initiatives outpace fed- 
eral efforts, with China evolving similar 
green hubs. States and cities with their Chi- 
nese counterparts could “adopt” each other 
to share their best practices and innova- 
tions from the bottom up. Areas that have 
similar energy-mix problems (a heavy de- 
pendence on coal), natural-resource advan- 
tages (gas- or wind-rich topographies), or 
shared goals (high energy efficiency clus- 
ters) could develop cooperative ventures. 
Initiatives in sustainable cities could be co- 
opted: Guangzhou’s push for a greener city, 
sprucing up brownfield sites, could inspire 
Dallas’ southern sector revival efforts. 
Moderate technology improvements 
and structural shifts in the economy could 
help China reach its goal, according to Mr. 
Levine and colleagues. China’s 11th Five- 
Year Plan targets a 20% reduction of energy 
intensity over the 2005-10 period—one of 
the most significant carbon-reduction ef- 
forts on the globe. It will require efficiency 
gains on all energy fronts for China: in the 
industrial sector, power generation and 
consumer goods; expansion of the services 
sector; plus more rounds of this policy. 
Entrepreneurs want and need consis- 
tent policies by both U.S. and Chinese gov- 
ernments to facilitate exchange. China’s 
potential as a U.S. export market, tripling 
to $62 billion since China’s wTO entry, can 
be leveraged by natural technological ad- 
vantages. China also needs to allow the 
market mechanism of price to encourage 
a sustainable energy system. Artificially 
low prices and subsidies deter adoption of 
better technologies and waste resources, 
Both the U.S. and China need to reduce 
barriers, policies, and practices that blunt 
clean energy ambitions. 
A U.S. economic revival will come part- 


ly by way of clean energy. While coopera- 
tion has been a key element of U.S.-China 
energy relations in the past, populist cries 
for energy security are distracting to the 
dialogue. The private sector’s penchant to 
create sustainable markets far outweighs 
governments’ ability to pick winners. 
Though the U.S. has lacked a comprehen- 
sive energy policy, it has delivered more 
energy in varied forms at lower prices— 
that is increasingly clean—over the past 30 
years to 50 years, says Mr. Jenevein. 

The push toward cleaner energy should 
include further U.S.-China green-tech and 
clean energy trade routes. China is pro- 
jected to need $3.7 trillion in energy-sup- 
ply related infrastructure from 2006-30. 
The 1£A calculates that each dollar invest- 
ed in more efficient electrical appliances 
saves $3.50 of investment on the supply 
side. When China makes more efficient 
consumer goods that it exports, the world 
wins. Price says that public funds spent on 
U.S.-China programs have a high rate of 
return—leading to sales for U.S. firms. Al- 
lowing greater Chinese participation and 
investment in U.S.-based green-energy 
ventures would complement the intended 
$150 billion investment. 

The U.S. must lead on climate change 
before we get closer to an unknown tip- 
ping point. Games of emission’s brinks- 
manship are harmful to the entire world, 
and deter action now needed for the devel- 
opment of clean-energy markets. Some 
have suggested that the country that dom- 
inates clean energy or green technology 
will dominate the 2lst-century economy. 
This extension of 20th-century Cold War 
thinking relies on the gimmickry of rheto- 
ric and protectionist ideals that stir crowds 
but achieve no desired results. The mirage 
of self-sufficiency in energy neglects the 
reality of our ability to harness competi- 
tive advantages that would help attain 
goals more quickly. x 
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THE INDIAN RENAISSANCE: 
INDIA’S RISE AFTER A 
THOUSAND YEARS OF DECLINE 
by Sanjeev Sanyal 
World Scientific, 264 pages, S$39 
Tella asain i 
Reviewed by ABHEEK BHATTACHARYA 


ULTURE IS KING. Sanjeev Sanyal 
appears to be channeling Pindar’s 
adage from ancient Greece to ex- 
plain the rise of modern India. That cul- 
tural attitudes have much to do with the 
successes and failures of a nation’s econo- 
my is the simple, yet unique, idea that Mr. 
Sanyal explores in his debut work. 

India’s economic rise has fueled not 
only manufacturing and finance, but also 
publishing. The last few years have seen 
many books that gush with admiration for 
India’s recent past and offer counsel for 
its future. Some, like Gurcharan Das’s In- 
dia Unbound (Knopf, 2001) and Niranjan 
Rajadhyaksha’s The Rise of India (Wiley, 
2006), penetrate to the heart of the mat- 
ter, assessing progress from a classical 
liberal perspective. Others, like Robyn 
Meredith’s The Elephant and the Dragon 
(Norton, 2007) envision a new era of geo- 
politics with a powerful India. Still others, 
like Shashi Tharoor’s The Elephant, the Ti- 
ger and the Cell Phone (Arcade, 2007) leave 
us wondering about alternatives for book 
titles. 

Mr. Sanyal, an India-born Singapore- 
based bank economist and an occasional 
contributor to the REVIEW, follows on this 
well treaded path. But instead of throwing 
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plain facts and figures in his marvel of In- 
dia’s achievements, he chronicles both the 
country’s decline and its ascent through 
the lens of culture. He sees its rise after the 
Big Bang liberalization in 1991 as a “wid- 
er civilizational awakening” not unlike 
the re-birth of Europe during the Renais- 
sance. “An open cultural attitude is per- 
haps the single most important condition 
for an Indian renaissance,” he says. 

Mr. Sanyal is hitting on a key note. New 
Delhi’s mantra until the 1980s was “self- 
sufficiency,” a concept based more on jin- 
goism than economics. Independence from 
colonialism in 1947 gave leaders cause to 
rail against Western “imperialism,” as if 
General Electric was a reincarnation of 
the British East India Company. 

And though they didn’t exactly veer 
down the road established by Vladimir 
Lenin, New Delhi’s mandarins internal- 
ized Lenin’s association of capitalism 
with imperialism. Add to that Jawahar- 
lal Nehru’s belief in Fabian Socialism and 
Mohandas Gandhi’s emphasis on rural col- 
lectivism, and it’s not too hard to see why 
capitalism was strangled in its cradle in 
India. 

But this postcolonial suspicion of all 
things foreign isn’t a new disease. India 
was famously “outward-looking” for much 
of the first millennium since Christ, when, 
with a 33% share of global app, it was the 
world’s economic superpower. Around the 
12th century, the economy began to de- 
cline, coinciding with a cultural ossifica- 
tion. The same religions that once lionized 
overseas traders appear to have suddenly 
begun casting those who crossed the “dark 
waters” of the ocean as impious. 

We know very little about what afflict- 
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ed India 800 years ago, but the idea that 
cultural isolation brought about econom- 
ic decline rings true to our ears. Europe’s 
Middle Ages were “dark” for both its lack 
of economic and cultural output. It’s also 
no accident, as Mr. Sanyal notes, that clas- 
sical learning made its comeback in Eu- 
rope in commercial Florence and Venice. 

It’s hard to tell ifthe Medici-like bankers 
brought the advent of the Michelangelo- 
like artisans or vice versa, 
but economic and cultural 
openness are usually two 
sides of the same coin. In 
India’s case, Mr. Sanyal 
isn’t suggesting that the 
1991 liberalization owes 
itself to a “civilizational 
awakening”; rather, this 
“civilizational awaken- 
ing” was prompted by the 
easing of trade and capital 
controls. In turn, as long as 
these cultural barriers are 
down, India’seconomyhas | 
a good chance of success. 

Now, in the 21st centu- 
ry, India is rediscovering 
its long-lost outward-looking nature. Col- 
lege graduates yearn to work for McKin- 
sey, while housewives gossip about Barack 
Obama as much as their favorite soap op- 
eras. India’s “new rich” are quick to learn 
and adapt; it is only government that is 
slow to reform. 

Mr. Sanyal has a lot to say about the 
slow pace of government reform. But this 
is precisely where the book begins to lose 
focus. Not that Mr. Sanyal is wrong about 
these much-needed improvements; his flu- 
ent descriptions and concrete prescriptions 
are very insightful. But it’s unclear how this 
has anything to do with the central thesis 
of the book. 

As Mr. Sanyal himself sets it out at the 
beginning (and as the title unfailingly re- 
minds us), the work is about cultural open- 
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ness. The first few and last few chapters 
of the book address this question well, but 
throughout the entire middle, the author is 
unable to sustain his central idea. 

Part of the problem is that the thesis of 
cultural openness, at least for now, seems 
unsustainable for a book-length work. In- 
dia only emerged from the shadow of so- 
cialism 17 years ago, not a sufficiently long 
period for cultural evolution in any soci- 
ety. There is still much to 
be seen. 

There is also still 
much for historians to 
uncover about the down- 
fall of the Indian econo- 
my in the 12th century: 
Indian historiography, 
which excels at, say, the 
freedom movement, has 
still not produced enough 
to convince us of India’s 
first economic downfall. 

Mr. Sanyal, the econo- 
mist that he is, impresses 
us by marshalling thou- 
sands of facts and figures, 
which he uses to support 
his many points. But he seems so eager to 
put forth all of these that he forgets what 
his book is primarily about. At the end of 
the day, the work, which promised some- 
thing different at its outset, becomes an- 
other in the now-established series of 
paeans to India’s economic growth. 

Not that there’s anything wrong with 
this. Mr. Sanyal’s arguments and opin- 
ions are worthy for any serious journalist 
or policy maker to consider. His writing is 
clear, and often even takes a personal note, 
where the writer alternatively laments and 
enjoys his own negative and positive expe- 
riences growing up in India. And though 
he doesn’t do complete justice to it, he in- 
troduces to us a novel approach to think- 
ing about India, one that is sure to be taken 
up by other writers in the future. 
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BUTCHER AND BOLT: 

TWO HUNDRED YEARS OF FOREIGN 
ENGAGEMENT IN AFGHANISTAN 
by David Loyn 
Hutchinson, 352 pages, £18.99 
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Reviewed by IAN CHESLEY 


FEW YEARS AFTER the fall of the 
Taliban government, its remnants 
in Afghanistan and Pakistan chal- 
lenged potential recruits with the ques- 
tion: “Do you want to be remembered as 
a son of Dost Mohammad or a son of Shah 
Shuja?” These names belong neither to 
mythological warriors of Afghan lore, nor 
to contemporary leaders of the jihadi re- 
sistance. 

Shah Shuja, a client of Britain after his 
overthrow in 1809, returned to the Afghan 
throne in 1839 during the First Afghan 
War. Britain was growing increasingly 
nervous over Russia’s intentions toward 
Afghanistan, which served as a buffer 
zone between the two empires. Dost Mo- 
hammad, on the other hand, was a war- 
rior-king in a long Central Asian tradition. 
Like Mullah Omar, Dost Mohammad at- 
tempted to use Islam for his own political 
ends: he donned the Mantle of the Prophet, 
a robe kept in a Kandahar shrine, and de- 
clared himself amir al-mu’minin, or Leader 
of the Faithful. The Taliban leader would 
do the same in 1997. He was skillful at ral- 
lying support to his side by appealing to his 
people’s cultural values. 

Today’s Pashtun rebels presumably 
omit, in their recruiting efforts, the fact 
that Dost Mohammad later allied himself 
to the British in the 1850s in order to fend 
off Persian attacks on Herat. Leaders in 
power are always more pragmatic than the 
propaganda suggests. Indeed, this is the 
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danger of applying historical analogy too 
rigidly: one is required to paper over cer- 
tain inconvenient facts, certain periods in 
history when the analogy simply does not 
hold true. And, unfortunately, David Loyn, 
BBC reporter and author of a new book on 
the history of Afghanistan, walks right 
into the same trap. He is intent on dem- 
onstrating, at every possible juncture, the 
perfect symmetry of 1841 and 2008. 

Butcher and Bolt relates the history of 
Afghanistan’s involvement with the Brit- 
ish Empire, beginning with the Mountstu- 
art Elphinstone’s first visit to Shah Shuja 
in 1808. It concludes with some of the au- 
thor’s original reporting on the British 
participation in the post-2001 naTo force, 
as well as his controversial interviews of 
neo-Taliban leaders. He covers the First 
and Second Afghan Wars, the “pacifica- 
tion” of the Northwest Frontier Provinces 
(the phrase “butcher and bolt” is Winston 
Churchill’s, who as a reporter was describ- 
ing the British army’s main tactic in the 
Tribal Agencies), and interwar conserva- 
tive revolts against Westernization. 

For those who are unfamiliar with the 
Great Game’s major episodes, Mr. Loyn 
does a service by untangling the interna- 
tional events of past centuries, and major 
players driving them. Even more impor- 
tantly, he explores the way that bureaucrat- 
ic rivalries within the British camp often 
led to a disorganized, drifting policy that 
served no one. But his adherence to histori- 
cal analogy sometimes blinds Mr. Loyn to 
the discontinuities of Afghan history. 

Afghanistan, for Mr. Loyn, is a place of 
“always.” As always, the country is easi- 
er to conquer than to govern. As always, 
tribal support is the key to stability. As al- 
ways, Afghan troops are quick to switch 
sides. Dost Mohammad even cites the 
same Quranic lines about jihad as Osama 
bin Laden. (Pay no mind that there were a 
very few to choose from in the first place.) 
And yet, with this model one would be 
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hard pressed to explain why there have 
been many long periods of stability in 
Afghanistan—but Mr. Loyn does not ask 
questions about history before the arrival 
of the British. 

One huge gap in Mr. Loyn’s narrative 
is between the 1930s and the 1980s. The 
rule of Zahir Shah was for the most part 
peaceful, as it was one of the colder spots 
in the Cold War. But “foreign engagement” 
proceeded vigorously during this time, in 
the form of competitive development proj- 
ects: the U.S.-engineered Kajaki Dam in 
Helmand and the mil- 
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network of kinship, geography and ideolo- 
gy that are its foundation. The militant op- 
position today is uniquely diverse, bringing 
together ex-Taliban, former warlords and 
Pashtun nationalists. In fact, they bear 
little resemblance to Dost Mohammad’s 
ghazis or the Hindustani “fanatics” who 
fought the British on the frontier a hun- 
dred years ago. 

And yet, it is true that foreign powers 
continue to make obvious missteps in the 
simplest of matters. Mohan Lal, an In- 
dian attached to British missions to Af- 

ghanistan in the 1830s, 


itary infrastructure | ; watched silently as 
donated by the Soviet Afghanistan has had promises were broken: 
Union dragged Afghan- a long history of West- “When a local chief, 
istan into the modern b h at some personal risk, 
20th century. Ern OUSET VETS WHO pr efi eT came over to the Brit- 


During that same 
period of time, modern 
Islamism took shape in 
Egypt, Iran and Saudi 
Arabia. This part of the story is crucial 
for Afghanistan, since, although it is not a 
“creat power” in the traditional sense, the 
ideology of transnational Islamism in its 
modern form is now embedded in the cul- 
ture of today’s conflict. Ignoring this his- 
torical development leads Mr. Loyn into 
an anachronistic application of the term 
“Islamist insurgency” to events that took 
place in 1841. 

These terms do matter, because they 
color our understanding of the moti- 
vations of those who now oppose the 
NATO project. Mr. Loyn actually refers 
to Gulbuddin Hekmatyar as an “Islamo- 
Fascist,” seemingly without a shade of 
irony. Mr. Hekmatyar was the darling of 
the U.S.-funded, Pakistan-directed effort 
to wear down the Soviet occupation. Like 
the former Taliban government, Mr. Hek- 
matyar has taken refuge is the border ar- 
eas of Pakistan. 

Using faulty terminology to talk about 
the resistance only obscures further the 


grand analogies over local 
particularities. _| 


ish with stolen secret 
documents, the prom- 
ised reward was not 
paid. Lal saw the effect 
on other powerful tribal elders: ‘instead of 
joining us, and facilitating our march to- 
ward Ghazni, they moved their families 
with their valuables into the interior, and 
continued annoying and plundering us all 
the way on our flanks’.” 

That story would sound familiar to the 
average Afghan today, who, after hav- 
ing been promised a “Marshall Plan for 
Afghanistan,” watched as warlords en- 
riched themselves and artificially inflated 
the price of basic goods and housing. The 
picture that Mr. Loyn almost unwittingly 
draws is not of an eternally unchanging 
Afghanistan, but rather of a long history 
of Western observers who prefer grand 
analogies and geopolitical strategy over 
common sense and local particularity. Un- 
fortunately, the latter involve an apprecia- 
tion for complexity, not symmetry. 
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THE CHINA DIARY OF 
GEORGE H.W. BUSH: THE MAKING 
OF A GLOBAL PRESIDENT 
Edited by Jeffrey A. Engel 
Princeton University Press, 
576 pages, $29.95 


THE MAN ON MAO’S RIGHT: 
FROM HARVARD YARD TO 
TIANANMEN SQUARE, MY LIFE 
INSIDE CHINA’S FOREIGN MINISTRY 
by Ji Chaozhu 
Random House, 384 pages, $28 
WS 


Reviewed by PAUL MozuR 


HERE 1S SOMETHING refreshing 
about imagining George Herbert 
Walker Bush haggling with a stub- 
born chengwuyuan, or train attendant, to 
secure a friend a second compartment. Or 
to think of him accidentally scaring Chi- 
nese children with C. Fred, his dog, at the 
Ming Tombs outside Beijing. As head of 
the United States Liaison Office in Beijing 
from 1974-75, Mr. Bush happily found him- 
self in a strange land far away from the 
Watergate mess that mired his Republican 
Party and threatened his own career. By 
no means a China expert and still a diplo- 
matic neophyte, many of his travails in the 
Middle Kingdom were first experiences. 
As a president-to-be at a career cross- 
roads and the second permanent repre- 
sentative of the U.S. in China, his frank 
thoughts recorded each night and now 
transcribed and expertly footnoted make 
for fascinating reading. Mr. Bush’s official 
position and his lack of knowledge about 
China ensure that his diary offers little 
historically new. But in place of that, his 
day-by-day thoughts give something as 
valuable, a much-needed reminder of the 
diplomatic reality on the ground when the 
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Sino-U.S. relationship was in its infancy. So 
little was known, so much was frustrating 
(especially for a man who had never expe- 
rienced China before and strove always for 
progress), that it is a valuable exercise to 
observe Mr. Bush’s setbacks and illumina- 
tions as he tried to piece together a coher- 
ent perspective on China’s political realities 
and America’s foreign-policy goals. Too of- 
ten historians forget they are armed with 
the powerful weapon of hindsight. 

By the time Mr. Bush arrived in Beijing 
in Oct. 21, 1974, relations between the 
U.S. and China had stagnated. In Chi- 
na, the Cultural Revolution was winding 
down and behind the scenes the struggle 
over succession and Premier Zhou Enlai’s 
battle with cancer meant little progress 
was being made diplomatically. The na- 
scent Sino-U.S. relationship was an ace 
in the hole against Soviet aggression, but 
the long shadow of the Taiwan question 
was never far from the negotiating table 
and ensured the Chinese remained aloof 
when Mr. Bush’s wanted to forge ahead. As 
de facto ambassador to China he faced an 
impossible diplomatic situation: trapped 
between a largely unresponsive Chinese 
Communist Party and an enigmatic, im- 
perious and Bismarckian Henry Kissing- 
er yet to be reined in by Gerald Ford. It 
would be trial by fire for the future 41st 
president. 

In this forge Mr. Bush’s own ideas 
about diplomacy emerged. His approach 
was personal but pragmatic; he combined 
a sportsman’s geniality—frequently hit- 
ting the tennis courts with members of 
Beijing’s international community—with 
the tight-lipped calculation he would later 
learn more about as head of the Central 
Intelligence Agency. One of the delights 
of his diary is Mr. Bush’s first-hand ago- 
nizing over his own personal approach: 
even parenting dovetailed with diplomacy. 
His son Marvin, who visited during June 
1975, threw his tennis racquet at the In- 
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ternational Club. That night Bush fumed 
to his recorder, “Marvin threw his racquet 
which really burned me up with the Chi- 
nese all watching. Sportsmanship and that 
kind of thing mean so much more here.” 
But ever understanding, Mr. Bush con- 
cedes the tantrum was “much like what I 
might have had when I was his age.” 
From the long list of visitors he hosted- 
friends, congressman and senators, mentors 
and family-to his personal 
calls to the most obscure of 
embassies, Mr. Bush’s per- 
sonal approach to diploma- 
cy was unique, especially in 
contrast to Mr. Kissinger’s 
hard-line realism. In edi- 
tor Jeffrey Engel’s inter- 
pretive essay (which serves 
as a straightforward, well- 
argued defense of the sig- 
nificance of the diary), he 
quotes both Brent Scow- 
croft and Dick Cheney, 
who strongly backed the 
to-be President’s friend- 
ship-driven diplomacy. 
Mr. Cheney reminisces, “You show up in 
Morocco and the king is waiting for you. 
His old buddy, George Bush, has talked to 
him and, yes, he’ll send in troops.” 
Although Mr. Bush’s personal approach 
earned the admiration of his former sec- 
retary of defense, the legacy of his tech- 
nique remains an open question. One of 
Mr. Bush’s goals in going to Beijing was “to 
meet the next generation of China’s lead- 
ers—whomever they may prove to be. Yet 
everyone tells me that that is impossible.” 
As it turned out, everyone was wrong. Mr. 
Bush met Deng Xiaoping numerous times 
as the recently unpurged Long March 
veteran was busy orchestrating his rise 
to power. Returning to China in 1977, Mr. 
Bush visited Deng, and on Deng’s trip to 
America in 1980 he met with Mr. Bush. 
Nevertheless, despite these exchanges, at 
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the height of the Tiananmen Square cri- 
sis Deng would not take Mr. Bush’s call. 
As several commentators have recounted, 
this was one of the great disappointments 
of his presidency—in the most critical of 
moments, the connections he earned in 
China were found wanting. 

Although he often comes off as naive 
for his pursuit of this style of friendship 
diplomacy, Mr. Bush knew well the limi- 

tations of his approach. 
A far more significant 
oversight during his 
time as liaison was his 
disregard of the rumors 
and accompanying anal- 
ysis he would hear about 
ccP politics. In China he 
was constantly frustrat- 
ed by his lack of access to 
officials. But amazingly, 
he never seriously con- 
sidered the Machiavel- 
lian struggle for power 
that went on behind the 
scenes as Mao and Zhou’s 
health simultaneously de- 
clined. And while he often fumes about 
the “cannons of rhetoric” (a term picked 
up from Foreign Minister Qiao Guanhua) 
in the People’s Daily, he never probed it 
for a better understanding of the ongoing 
machinations opaquely played out in its 
pages at the time. 

To get a better perspective on these in- 
ternal workings, Ji Chaozhu’s excellent 
memoir, The Man on Mao’s Right, is enlight- 
ening. Mr. Ji fled with his family to the U.S. 
as the Japanese invaded China during his 
childhood. Returning to the country before 
graduating from Harvard, he rose quickly 
to be Zhou Enlai and Mao Zedong’s inter- 
preter on the back of connections made by 
his brother within the ccp. As an interpret- 
er, his unprecedented access allows him to 
portray a personal image of an empathetic, 
cunning and witty Zhou. 
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This access also ensured Mr. Ji became 
embroiled in Cultural Revolution politics. 
Mr. Ji recounts his participation in a 1976 
conspiracy with Qiao to root out Mao’s 
two English interpreters, Nancy Tang and 
Wang Hairong. The so-called “two young 
ladies” were, in Mr. Ji’s words, “like cock- 
roaches, [they] thrived in dark, filthy plac- 
es. Their harassment had contributed to 
the premier’s [Zhou Enlai’s] ill health and 
early death. Their meddling had interfered 
with China’s developing good relations 
abroad.” As foreign minister, Qiao had 
grown annoyed with the women’s med- 
dling. Their accusations aimed at Qiao and 
other Zhou loyalists in the foreign minis- 
try had “made a mess of things.” 

Qiao plotted to replace Wang and Tang 
with Mr. Ji, so that he could get his com- 
plaints about the women to Mao—the two 
monitored as much communication with 
Mao as they could. Having made an al- 
liance with Jiang Qing, Mao’s long-time 
wife who was feuding with Wang and 
Tang at the time, the plot worked and Mr. 
Ji was restored as Mao’s interpreter. He 
passed Qiao’s messages to Mao, and inter- 
preted for Mao’s final meetings with dig- 
nitaries. But in the labyrinthine Cultural 
Revolution world, the plot did not work. 
When power eventually tipped to Hua 
Guofeng (who would later lose it to Deng 
Xiaoping), Hua purged Qiao for his asso- 
ciation with Jiang Qing. Qiao would die of 
cancer within a few years, never to return 
to service. 

Mr. Ji did not escape unscathed ei- 
ther. Sent down to a May Seventh Cadre 
School outside of Beijing, for a year he led 
a schizophrenic existence, bouncing be- 
tween hoeing on a farm and interpreting 
at high-level diplomatic functions. Mr. Ji 
was finally restored to the Party’s good 
graces when Deng wrested power from 
Hua, but he remained at the cadre school 
until a new assignment came through. 
During this time, Nancy Tang, freshly 
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purged, arrived at his farm. The two had 
one exchange and then “studiously avoid- 
ed each other.” 

In his introduction Mr. Ji observes, 
“There remains a great deal of befuddle- 
ment in the West about who we are as a 
nation and what we care about as ordinary 
people.” But it should be of little surprise 
that when Mr. Ji met then Vice President 
Bush in 1981 to explain China’s position 
on Taiwan, he recalls, “I repeated China’s 
position to the Vice President, although 
he appeared to need no persuading. He 
had drunk the Chinese water and so he 
understood.” 

During his time in China, Mr. Bush 
internalized and came to “understand” 
practical diplomacy, especially with the 
Chinese. This no doubt impacted his presi- 
dency, during which he offered a stern but 
amicable hand to China after Tiananmen, 
and refused to gloat as the Soviet Union 
collapsed. In many ways, his time in Chi- 
na helped him to usher in a new world 
order with relatively little turbulence, re- 
gardless of how fragile that order is sub- 
sequently proving to be. 


THE CHINA LOVER 
by Ian Buruma 
Penguin Press, 400 pages, $26.95 
ca eet eae 
Reviewed by TIM KINDSETH 


ISTORY, AS THEY Say, is writ- 
ten by the victors. Not so, or not 
entirely so, in Ian Buruma’s The 
China Lover, a well-imagined but uneven 
fictionalized biography about the puppet- 
string life of Yoshiko Yamaguchi, the famed 
Manchurian-born, Japanese polyglot chan- 
teuse. Its first section follows Yamaguchi’s 
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rise from ballroom gigs to celluloid stardom 
as an actress in agitprop films during the 
Japanese occupation of Manchuria (1932- 
45), under the stage name Ri Koran, used 
to convince audiences she was Chinese. She 
tries Hollywood, as Shirley Yamaguchi, in 
the second part. And in the third she gains 
notoriety first as a television news-journal- 
ist, then as a rep in Japan’s Diet, her life’s 
goal having been “to foster peace and inter- 
national understanding,” or so she claims, 
most dubiously. 

As in Clint Eastwood’s 
recent movie Letters 
from Iwo Jima, the first 
section of Mr. Buruma’s 
novel is written from a 
largely buried Japanese 
perspective of World War 
II, in the voice of Daisuke 
Sato, a Japanese talent 
scout. A rank hypocrite 
and apologist, even in ret- 
rospective hindsight he 
boasts that in Manchuoko 
Japan “dragged Asia into 
the modern world.” While 
working for the Manchuria 
Motion Picture Association 
and the Mukden Broadcasting Corporation, 
both funded and effectively run by the na- 
tionalist Japanese government, Sato dis- 
covers the teenage Yamaguchi in 1933 at a 
concert in Mukden (now Shenyang) singing 
Russian, Japanese, and Chinese folk songs, 
as well as Beethoven and Schubert lieder. 
She was, he says, “like a delicate flower, just 
before its moment of bloom.” 

To Mr. Buruma’s credit, Sato is complex, 
both sympathetic and detestable. He’s a 
romantic, falling for women left and right. 
But he also consistently abuses them. It’s 
the purity of Yamaguchi’s large, puddle- 
like eyes that first transfix him, and Sato 
does his best to protect her from army 
brutes. Yet he also manipulates Yamagu- 
chi, helping land her roles onscreen as Chi- 






nese women saved by noble Japanese men, 
thereby advancing a vile imperial, milita- 
rist agenda. “We all wanted to build a bet- 
ter world than the one we were living in, 
where millions of innocent, hardworking 
Asians were ruined by the ruthless compe- 
tition of Anglo-American capitalism,” he 
says in defense. “Americans make films to 
show their way of life in the best possible 
light.” So: “Why shouldn’t we have done 
the same?” 

“Why” is hard to answer, but there’s no 
doubt that Americans, as 
Sato contends, made films 
equally as propagandis- 
tic during the war. Part 
two of The China Lov- 
er is narrated by Sidney 
Vanoven, a wide-eyed gay 
cinephile from Bowling 
Green, Ohio, who lands 
a job in Los Angeles the 
summer after graduating 
from high school, in 1944, 
as a gofer for Know Your 
Enemy, a Frank Capra pro- 
duction commissioned by 
the United States govern- 
ment. His task: to pore 
over Japanese film reels for negative im- 
ages of the Japanese to include in Capra’s 
film, which would show American soldiers 
“a nation of robotic, fanatical, modern-day 
samurai programmed to kill and die for 
their Emperor.” It’s at this job that Sid- 
ney first comes across Yamaguchi, a.k.a. 
Ri Koran, in Chinese Nights, the popular 
1940 Japanese film. 

Called up for military service the fol- 
lowing year, Sidney uses his Capra con- 
nection to get a posting in the Civil 
Censorship Department of MacArthur’s 
GHQ in ruined postwar Tokyo, which, as 
Sato puts it, had been devastated by “cow- 
ardly American bombers.” Sidney’s job 
in Civil Information, as they preferred to 
think of the department, was “to see to it 
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that the Japanese learned all about the 
benefits of democracy and free speech, but 
within certain limits.” In a clear echo of 
Sato’s remarks about the Japanese liber- 
ating Asia from pernicious Western sway, 
Sidney explains: “Instead of subjugating 
a conquered people, we would set them 
free.” They would be editing Japanese 
films to “reflect the new spirit of ‘individ- 
ualism’ and ‘democracy’ and ‘respect for 
the rights of men and women’.” 
Linguistic echoes abound in Mr. Bu- 
ruma’s bulky, ambitious novel, which 
otherwise can feel disconnected and di- 
rectionless. Each of Mr. Buruma’s three 
narrators approaches the weepy, whiny 
Yamaguchi with untenable reverence. 
(What she personally has to offer any of 
them is never made clear.) In particular, 
all three are entranced by her magnetic 
dark eyes. Each praises them with awk- 
wardly similar, mechanical descriptions. 
“They were unusually large for an Ori- 
ental woman,” Daisuke Sato remembers. 
Sidney falls in love with her “remarkably 
large eyes” the first time he meets Yama- 
guchi. And Kenkichi Sato (no relation to 
Sato Daisuke), the narrator of the book’s 
final part, dreams of her “extraordinary 
eyes,” both “large and luminous,” while 
he withers away in a Beirut jail cell. 
Following Mr. Buruma as he globe- 
trots, everywhere from Lebanon to Viet- 
nam, is both tiring and thrilling. From 
Tianjin’s pre-war foreign concessions, 
which “reeked too much of butter,” to 
the bombed-out streets of Tokyo, Mr. 
Buruma’s wonderful descriptive powers 
invigorate his settings and give each an 
acute sense of place, often through the use 
of fine period detail. This can challenge a 
received version of a city (or nation) and 
its history. Compare Sato Daisuke’s expe- 
rience of Shanghai on Dec. 8, 1941, with 
that of privileged young Englishman Jim 
Graham in J.G. Ballard’s novel Empire of 
the Sun. Jim is orphaned when Japanese 


PAR EASTFRN 


ECONOMIC REVIEW 


forces, after Pearl Harbor, consolidate 
their control of the city. Sato, though, de- 
lights: “The arrogant white man had been 
given a bloody nose at last.” 

“We invent stories in order to live,” 
Sidney muses in this initially promising 
novel from Mr. Buruma, a giant amongst 
Japanophiles and one-time culture editor 
of the REVIEW. The China Lover, above all, 
is about just such a shaping of personal and 
national narratives, which can both com- 
pete and intertwine in unexpected and re- 
vealing ways. The book’s main plotlines, 
though, become so tangled (a maze of pe- 
ripheral cameos, from a mute Akira Kuro- 
sawa to an intolerably dandyish Truman 
Capote prowling for sex in Tokyo, while 
entertaining, doesn’t help much) that the 
center cannot hold. Yamaguchi—by the 
time Kenkichi Sato’s improbable narra- 
tive closes the book, explaining how he’s 
ended up in prison in the Middle East—is 
almost an afterthought, her life dissolved, 
lost like so much old film stock. 


DANCING IN SHADOWS: 
SIHANOUK, THE KHMER ROUGE, AND 
THE UNITED NATIONS IN CAMBODIA 

by Benny Widyono 

Rowman and Littlefield, 

356 pages, $29.95 





Reviewed by STEPHEN J. MORRIS 


N THE SAD history of 20th cen- 
tury Cambodia, a bright light of 

hope for its long suffering people 
came from the peace plan, adopted by the 
United Nations Security Council in 1990, 
and signed by the warring Cambodian 
parties in Paris in October 1991. That plan 
authorized the holding of free elections in 
a “politically neutral environment,” under 
the supervision of U.N. peacekeepers and 
a United Nations Temporary Administra- 
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tion in Cambodia. The primary purpose 
of the Agreement was to end the war be- 
tween competing Cambodian factions, 
two of which were rival communist or- 
ganizations, and two of which were non- 
communist. The second purpose of the 
plan was to give the Cambodian people 
the chance to determine their own future 
in a nonviolent way, by creating a culture 
of tolerance and social 
pluralism, and a set of 
liberal democratic po- 
litical institutions. 

It is now clear that 
while armed conflict 
eventually ended in 
1999, it was not because 
of the Paris Agreement 
that had been applied 
in 1992-93. It is also clear that the will of 
the Cambodian people, as expressed in the 
victory of the noncommunists in the elec- 
tions of 1993, was ignored. The election’s 
loser—the communist Cambodian People’s 
Party—bullied its way into retaining real 
power with threats of massive violence. 
Prince Norodom Sihanouk and the force- 
averse U.N. “peacekeepers” caved in to 
Hun Sen’s demand for an ostensible but in 
fact bogus “coalition” with the election’s 
winners. Consequently, Cambodia did not 
then and does not now have a government 
freely chosen by its people. 

Why this U.N. failure was allowed to 
happen has never been systematically 
analyzed in a sober and objective way. 
However, the appearance of a memoir by 
Indonesian-born U.N. diplomat Benny 
Widyono is welcome. Mr. Widyono’s book 
mostly recalls his personal experiences 
as the senior UNTAC official in Siem Reap 
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| What could have beena 
concise and informative 
memoir expanded into 
advocacy for the current 


dictatorship in Cambodia. | 


province during the election preparations, 
campaign and balloting of 1992-93, and as 
the U.N. secretary general’s personal rep- 
resentative in Cambodia from 1993-97. 
For the already well informed and ob- 
jective scholar, Mr. Widyono’s account has 
several things to recommend it. He ably 
describes the profound failings of the UN- 
TAC administration as he witnessed them 
at the local level. UN- 
TAC was expected, by 
the terms of the Paris 
Agreement, to exer- 
cise control over the 
key ministries of the 
existing administra- 
tion of Cambodia. But 
Mr. Widyono shows 
how hopelessly un- 
derstaffed UNTAC was for the designated 
task. It was also ill equipped linguistical- 
ly, with most of the few Khmer speakers 
assigned to the Information Division. The 
UNTAC leadership itself was in disarray at 
the beginning of the operation. UNTAC was 
unable to ensure that the cpp-controlled 
government did not finance the cpp’s polit- 
ical campaign, and UNTAC would not stop 
partisan violence during the elections. 
But while informed scholars can glean 
many interesting details of the failings of 
UNTAC from Mr. Widyono’s account, it is 
defective as an overall objective analysis 
for either scholars or the broader public. 
First, Mr. Widyono clearly has prefer- 
ences between the various contenders for 
political power. He exposes the many po- 
litical and personal flaws in the leader of 
the royalist FUNCINPEC party, Prince Rana- 
riddh: his vacillation, his weakness and his 
corruption. The royalist FUNCINPEC party is 
treated with derision. Most of Mr. Widyo- 
no’s charges against the royalists, espe- 
cially Ranariddh, have long been known to 
astute observers of Cambodia. 
At the same time, Mr. Widyono applies 
different standards in his treatment of 
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the cpp and its government structure, the 
State of Cambodia. Though not uncritical 
of the cpp, the author gives cpp strong- 
man Hun Sen and his regime a fairly gen- 
tle evaluation. 

For instance, Mr. Widyono ignores 
evidence of the Hun Sen regime’s direct 
involvement in drug trafficking, human 
trafficking and forest defoliation. In a 
cover story entitled “Medellin on the Me- 
kong?,” which appeared in the REVIEW in 
1995, former REVIEW and Washington Post 
journalist Nate Thayer explained the close 
link between political figures and crimi- 
nal syndicates in Cambodia. Mr. Widyono 
quotes the REVIEW often, but not for this 
revealing analysis. 

Moreover, he accurately describes the 
notorious head of the National Police, Hok 
Lundi, as “one of the most feared men in 
Cambodia,” but the details are not spelled 
out. Nowhere in the book does Mr. Widyo- 
no hold Lundi (who died in a helicopter 
crash last month) responsible for the tor- 
ture and murder of the political opposi- 
tion, or for his continuing involvement in 
human trafficking. 

Or consider Mr. Widyono’s coverage of 
the May 1997 grenade attack on a peace- 
ful political rally by opposition leader Sam 
Rainsy, which killed 19 people and wound- 
ed 150. The author suggests that the cul- 
prits for this atrocity were not obvious; 
he tries to muddy the evidential waters by 
claiming that different parties had been 
blamed. Yet despite Mr. Widyono’s agnos- 
ticism, numerous analyses by journalists 
since that event have provided compelling 
evidence that the Hun Sen regime was di- 
rectly involved in the atrocity. Hun Sen is 
always portrayed as a tough and wily poli- 
tician, but not as aruthless dictator. 

At the beginning of the book, Mr. 
Widyono writes that the whole peace pro- 
cess was flawed because the Khmer Rouge 
was part of it. But one is compelled to ask 
how there could have been a peace pro- 
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cess without one of the main belligerents? 
Mr. Widyono’s illogical view was precisely 
the political position of the Hun Sen re- 
gime and its foreign supporters up until 
the moment it agreed to sign the Paris 
Peace Agreements. No wonder then that 
when Mr. Widyono’s time was up as U.N. 
representative in Cambodia in May 1997, 
Hun Sen begged the U.N. secretariat to al- 
low him to stay on. 

The informed observer could have 
guessed where Mr. Widyono’s sympathies 
lay from his choice of Ben Kiernan to write 
his foreword. Mr. Kiernan was a devoted 
supporter of Pol Pot’s Khmer Rouge from 
1975-77 who subsequently became a pro- 
pagandist for the Heng Samrin-Hun Sen 
led faction of Khmer Rouge’s defectors, 
now known as the cpp. 

Unfortunately, what could have been a 
shorter and less controversial memoir of 
events, has extended itself unnecessarily 
into a work of advocacy for the current dic- 
tatorship that rules Cambodia. But even as 
a piece of advocacy it has its value, for it 
gives us insight into the thinking of some 
U.N. bureaucrats who performed so poor- 
ly. And by exposing his own prejudices in 
favor of the cpp dictatorship, Mr. Widyono 
inadvertently illuminates one reason why 
the 1991 Paris Agreements failed to bring 
peace or democracy to Cambodia. 
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DESTINATION MOON: 
INDIA’S QUEST FOR THE MOON, 
MARS AND BEYOND 
by Pallava Bagla and Subhadra Menon 
HarperCollins India, 200 pages, 195 rupees 
cath eene iad 


Reviewed by BEN FRUMIN 


AST MONTH, ON what would have 
been the 119th birthday of India’s 

first prime minister, Jawaharlal 
Nehru, the orange, white and green flag 
ofthe nation Nehru helped found smashed 
into the moon at a spectacular veloc- 
ity well more than 50 
times the top speed of 
the iconic Hindustan 
Motors Ambassador. 
The Ambassador is the 
same vehicle that, be- 
ginning in the heyday 
of Mr. Nehru’s reign, 
was the rumbling ruler 
of India’s clogged and 
cratered roads for decades. Clearly, India 
has entered a new era. 

The Indian tricolor—now presumably 
mangled and strewn across the south po- 
lar region of the moon—was painted on the 
sides of a 34-kilogram probe that, before 
its planned crash landing, detached from 
the unmanned Chandrayaan-l, which 
launched from southern India in Octo- 
ber and continues to orbit the moon. The 
probe was the first object built by India to 
reach the moon, and puts the world’s larg- 
est democracy in choice company: only the 
United States, Russia, Japan, China and 
the European Space Agency have sent 
missions to the moon. It’s neither easy nor 
cheap to shoot something into the sky with 
such precision that weeks later it slams 
into a moving object nearly 400,000 kilo- 
meters away, and the dramatic success of 
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frustrating disappoint- 
ment, a dry, overly techni- 
cal account of what should 


be a fascinating topic. | 
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Chandrayaan-l—meaning “Moon Craft-1,” 
more or less—is an impressive milestone 
in India’s ambitious space program, which 
aims to put an Indian in space by 2015 and 
on the moon by 2025. 

India’s hyperspeed race to catch up 
with and surpass the world’s space-explor- 
ing elite in many ways mirrors the strange, 
contradictory and, yes, meteoric rise of 
India’s economy—an ascent that seems to 
have catapulted the country directly from 
the 19th century to the 21st, leapfrogging 
the growing pains of the 20th altogether. 
As has been the case with many other in- 
dustries, it’s not unrea- 
sonable to predict that 
India’s space program 
will soon (if it hasn’t al- 
ready) surpass those of 
other nations that had 
a 50-year head start. 

The extraordinary 
accomplishments and 
exciting promise of the 
Indian space program make a recent book 
on this topic—Destination Moon by Palla- 
va Bagla and his wife Subhadra Menon-—a 
frustrating disappointment. One expects 
quite a bit from Mr. Bagla. His resume 
reads like a pro’s: New Delhi Television’s 
science editor, chief South Asia correspon- 
dent for Science and recipient of the Indi- 
an government’s “National Award for best 
science journalism.” But Destination Moon 
is little more than a boring, amateurish, 
book-length fact sheet. There’s almost 
nothing in the way of three-dimensional 
characters, colorful details, inside infor- 
mation or even a narrative arc. What’s 
left is a dry, overly technical, repetitive, 
all-over-the-place account of what should 
be a fascinating and limitless topic: India’s 
pursuit of the cosmos. 

In the first sentence of the book’s pref- 
ace, Mr. Bagla writes that Destination 
Moon “may be termed a layman’s guide 
to the Indian lunar mission.” Even in this 
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rather spare goal, the book fails. One won- 
ders how many laymen there are, in India 
or anywhere, who understand, without a 
glossary, terms like “polar sun-synchro- 
nous orbits” or “cislunar radiation en- 
vironment studies.” That sort of clunky 
techno-jargon is not so much carefully 
drizzled as it is lazily dumped throughout 
Destination Moon. Similarly, acronyms 
are often spelled out once (“AsLv” is “Aug- 
mented Satellite Launch Vehicle”: “vsat” 
is “Very Small Aperture Terminals”) but 
rarely translated into language that a non- 
expert can effortlessly understand. The 
result is a number of 
impenetrable technical 
passages that can be 
described as being “in 
English” only with sig- 
nificant generosity. 

Mr. Bagla and Ms. 
Menon also seem un- 
able to examine their 
subject with the skepti- 
cism or tenacity their profession requires. 
They heap praise even on the Indian 
Space Research Organisation’s public- 
relations flaks, complimenting the 1sro’s 
“record with transparency and openness 
of communication” and their “prompt 
press releases and outreach.” Nearly ev- 
ery mention of the tsro is glowing flat- 
tery dipped in saccharine, and this trend 
fosters a troubling sense of the authors’ 
too-close-for-comfort relationship with 
their sources and subjects. That feeling is 
heightened further by the book’s embar- 
rassingly self-congratulatory two-part 
foreword—authored by former tsro chair- 
man Krishnaswamy Kasturirangan and 
current ISRO chair, G, Madhavan Nair, re- 
spectively. While on the surface this may 
seem to be a good idea, it inevitably raises 
tricky questions about the coziness of the 
relationship between author and subject, 
and the objectivity of the book. 

But this coziness doesn’t seem to have 
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paid off for Mr. Bagla and Ms. Menon. If 
they received unique or exclusive access to 
the 1sro in exchange for their adulation, 
their book doesn’t show it. In fact, there’s 
little in Destination Moon that couldn’t 
be gathered from press releases, staged 
events, timid interviews or the Internet. 
That last tool of limp reporting seems to 
have led to the biggest journalistic faux pas 
in Destination Moon: a simple chart at the 
end of the first chapter that lists a hand- 
ful of basic statistics such as the moon’s 
circumference and mass. The source given 
for this information is “Wikipedia and Dr. 
Bhandari.” Attributing 
something to Wikipe- 
dia is akin to saying, 
“According to an anon- 
ymous Internet user 
who I assume has his 
or her facts straight.” 
This instance is par- 
ticularly galling since 
this basic information 
is easily available from any number of rep- 
utable scientific and media sources. Jour- 
nalism rarely gets lazier than this. 

Of course, it’s not all bad. Mr. Bagla and 
Ms. Menon briefly explore a number of in- 
teresting issues, among them the role the 
moon plays in India’s rich collection of re- 
ligious myths, the legal and environmental 
ramifications of moon missions and space 
exploration (including the eyebrow-rais- 
ing revelation that “several hundred kilo- 
grams of human waste are already piled 
up on the surface of the moon”), and the 
potential of a booming space program to 
draw a whole generation of star-struck In- 
dian youth into aeronautic and engineering 
fields. There are also a number of mildly 
compelling passages about India’s hopes 
for exploiting energy resources from the 
moon for use on earth, though the authors 
appear to have missed the humor in this, 
writing without even a wink about “the 
possibility of private entrepreneurs enter- 
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ing the arena, scouting the moon like any 
other attractive business proposition.” 

It’s almost a requirement that any se- 
rious book on India’s space program ear- 
nestly question whether a country with 
crumbling infrastructure that can’t pro- 
vide clean water or round-the-clock elec- 
tricity in its major cities and has more than 
300 million citizens living on less than 
$1 per day ought to solve its rather mas- 
sive terrestrial problems before it spends 
tens of millions of tax dollars ramming a 
painted probe into the moon. While In- 
dia’s poverty and infrastructure problems 
shouldn’t preclude its eventual pursuit of 
the cosmos, they certainly make for a rath- 
er unsettling contrast, something the au- 
thors should have recognized and dealt 
with using any number of reasonable, 
substantive arguments. Instead, Mr. Bagla 
and Ms. Menon simply wave away the ar- 
gument that Chandrayaan-1 represents a 
“profligate step by a poor nation” by quot- 
ing a NASA official who suggested that “a 
certain measured amount of the Gross Na- 
tional Product should be used to thrill the 
imagination of everyone.” Perhaps that’s 
true. But it will take more than Destination 
Moon to thrill those imaginations. 


EMPIRES OF THE INDUS: 
THE STORY OF A RIVER 
by Alice Albinia 
John Murray, 384 pages, £20 
-mm 


Reviewed by EUGENE DATTA 


HEN THE SUN finally set on the 
British Empire, it did so by di- 
viding the empire’s most prized 
piece of real estate—India. “Partition” re- 
sulted in the creation of Pakistan, and an 
orgy of mutual slaughter of Hindus and 
Muslims. The mistrust between the two 
communities outlived the architects of 
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Partition, and fanned by sectarian poli- 
ticians and religious extremists on both 
sides of the border, it continues to thrive 
in the social and political life of contem- 
porary South Asia. (The recent attack on 
Mumbai, the most audacious yetin the un- 
relenting anti-Indian campaign by Paki- 
stani—or Pakistan-sponsored—jihadists, 
should be examined in the light of that 
original enmity. To Muslim Pakistan, sec- 
ular India is worthy of contempt by virtue 
of the fact that the majority of its citizens 
are Hindu.) 

Alice Albinia’s Empires of the Indus, the 
Story of a River, begins in the port city of 
Karachi, at the western edge of the In- 
dus river delta, where Pakistan had be- 
gun. The new country’s first capital had 
gained its status impromptu, almost over- 
night, against a backdrop of frantic in- 
flux and exodus, and mindless carnage. 
Although only a decade later the capital 
was shifted (first to Rawalpindi and then 
to Islamabad), Karachi remained an over- 
sized, angst-ridden metropolis, shaped 
permanently by the legacy of Partition. It 
is from here that Ms. Albinia embarks on 
her extraordinary journey along the fabled 
Indus, traveling upstream through Sindh, 
Punjab, northern Pakistan, Afghanistan 
and India all the way to its source in Tibet. 
From the 20th- and 21st-century province 
of Sindh she travels back to the times of 
the Rig Veda, India’s oldest Sanskrit text, 
and beyond, steering her way through 
thousands of years of history. 

In 1838, spurred by the enthusiastic ac- 
counts of a young East India Company of- 
ficer named Alexander Burnes, who had 
navigated parts of the Indus and traveled 
across the river to Central Asia, the Brit- 
ish sent an army called the “Army of the 
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Indus” to conquer Afghanistan. The result 
was the First Afghan War, in which the 
British soldiers (including Burnes) were 
systematically decimated by the Afghans. 
(Nicknamed “Indus Burnes” in the Brit- 
ish press at the time, this hapless officer is 
the central character in Philip Hensher’s 
sprawling historical novel The Mulberry 
Empire, which is based on that war.) 

Between Alexander Burnes of the East 
India Company and Alexander the Great 
of Macedonia, wave upon wave of invaders 
have sought to gain control of the Indus, 
regarded since antiq- 
uity as a “military bar- 
rier,” the westernmost 
border of mythical In- 
dia. Crossing the river 
was crucial to acquiring 
the vast fertile land that 
lay east of the Indus, the 
land that owed its very 
name to the river. 

Over millennia, people from places as 
far apart as Africa, Greece and Central 
Asia and religions as diverse as Animism, 
Hinduism, Buddhism, Islam, Christiani- 
ty, Judaism, Zoroastrianism, Sufism and 
Sikhism have quarreled, cohabited and 
mingled along the banks of the Indus. 
While the Sheedis (a community of dark- 
skinned and curly haired people in Sindh) 
can trace their slave ancestry back to Zan- 
zibar and Abyssinia, nothing is known 
about the people of the 5,000-year-old, 
pre-Vedic Indus valley civilization, the 
builders and dwellers of astoundingly com- 
plex and developed cities such as Harap- 
pa and Mohenjodaro. No other civilization 
of the time, not even those of Egypt and 
Mesopotamia, had cities of comparable 
sophistication. The images of the dancing 
girl of Harappa and the bearded man of 
Mohenjodaro (which can still be found in 
sixth-grade history books in India) quiet- 
ly testify to a non-Aryan ancestry. Look- 
ing at their full lips and rounded nose, it is 
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not difficult for a lay enthusiast to believe 
that they might indeed have been direct 
descendents of Africans who had migrat- 
ed to this part of the world some 80,000 
years ago. 

The land celebrated in the Hindus’ 
most ancient text no longer belongs to 
them. The Vedic culture’s center of grav- 
ity had shifted eastwards long before the 
conquest of Islam. In its place Buddhism 
had flourished, spreading robustly as far 
west as Afghanistan and east into Tibet 
and China. If Buddhism’s nonsegrega- 
tionist, all-embracing 
code of belief was one 
of the reasons for its 
success, the royal en- 
dorsement of Ashoka, 
the greatest pan-Indi- 
an king with an impe- 
rial reach stretching 
from Afghanistan to 
the southernmost tip 
of the Indian peninsula, was another. 

As Ms, Albinia (a student of English lit- 
erature and South Asian history) travels, 
she tells us fascinating stories of South 
Asia’s past. But it is her contemporary 
point of reference, the reality of today’s 
Pakistan, which lends those stories a rue- 
ful air. Hijacked by the army and the mul- 
lah, it is a society rendered oblivious of its 
enviable inheritance. The way archeologi- 
cal treasures are allowed to be destroyed 
in Pakistan (it is far worse than in its east- 
ern neighbor) can be attributed at least in 
part to its people’s general lack of interest 
in any history pre-dating Islam. 

One of the most engaging of Ms. Albi- 
nia’s stories is that of her trip to Chitral in 
the far northwest corner of Pakistan. Fol- 
lowing in the footsteps of Alexander the 
Great, quite literally, and with the help 
and generosity of often complete strang- 
ers, she treks to the remote villages of the 
Kalash people. Seen by many as the “origi- 
nal” Aryans, the Kalash practice a religion 
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that is older than the Vedas. Even today, 
they bury their dead in open wooden cof- 
fins—two thousand years ago, the Greek 
army had burnt these coffins as firewood. 
Their ancient faith, the practice of polyan- 
dry (as among the Dards of Ladakh) and 
ritual drinking set these people apart from 
other communities in Pakistan. One hopes 
that their identity will survive the homog- 
enizing zeal of Pakistan’s clergy. 

Just as one hopes that the river which 
fed ancient India’s most sophisticated 
urban civilization, nourished the imagi- 
nation of the poets of the Rig Veda, and 
sustained communities, cultures and king- 
doms for millennia both before the Indus 
valley civilization and after the Rig Veda, 
will survive the demands of modernity. 
Sadly, though, it is, as Ms. Albinia poi- 
gnantly puts it, “slipping away through our 
fingers.” Excessive damming of the Indus 
and its tributaries has not only changed 
the way lives have been lived here for 
thousands of years, but it is also threaten- 
ing to obliterate the river itself. The new 
Chinese dam in Senge-Ali in western Ti- 
bet may well be the last nail in the coffin. 

The history that Ms. Albinia shares with 
us is perhaps too vast to be quantitatively 
uniform. About post-Partition Pakistan 
and its immediate past she is delightful- 
ly voluble, but becomes progressively less 
so as she goes back in time. In compari- 
son to the Greeks, very little light is shed 
on the Sakas and the Kushans. Even the 
so-called “Aryan invasion,” which led to 
the rise of the Vedic civilization, is not 
discussed in any appreciable detail. That 
notwithstanding, Empires of the Indus is 
a remarkable debut—a book as ambitious 
and enthralling as the journey its author 
undertook to write it. 


Reviews 





PATHS NOT TAKEN: 
POLITICAL PLURALISM IN 
POST-WAR SINGAPORE 
Edited by Michael D. Barr 
and Carl A. Trocki 
University of Hawaii Press, 
304 pages, $25 





Reviewed by HuGO RESTALL 


HE STUDY OF history is full of 

“what if” suppositions. Analyzing 

mm the forces underpinning the flow 

of events implicitly involves staking out a 

claim that if it had not been for particular 

causes, things might have turned out very 
differently. 

However, Singapore’s post-war devel- 
opment into an independent republic pos- 
es a huge challenge to the hunt for root 
causes. The city was in a state of ferment, 
with so many different forces contending 
that it is often difficult to say which if any 
played the crucial role. One has to take 
into account not only the maneuverings of 
the major players, such as the departing 
British authorities consolidating strong- 
man Lee Kuan Yew’s power by arresting 
his rivals, but also the foibles of individu- 
al actors, such as the inexplicable tactical 
errors committed by some of those same 
opponents. 

The city emerged after World War II 
as a hotbed of leftist activism of various 
stripes. Yet within a generation the Peo- 
ple’s Action Party, a movement that ini- 
tially portrayed itself as left-wing, had 
morphed into a free-market, authoritar- 
ian regime. Nobody could have predicted 
this chain of events, and even in retrospect 
it is difficult to explain. 

Not surprisingly, in the version of his- 
tory sanctioned by the pap, all the good 
things that have happened since derive 
from the party’s heroic struggle for power. 


œo Mr. Restall is editor of the REVIEW. 


If the PaP had not triumphed, the commu- 
nists would have taken over and/or com- 
munal tensions would have devolved into 
violence. 

This edited volume does not seek to 
present a coherent alternative view. But 
the individual essays examine the rival 
groups competing for influence and finds 
that most are not the bogeymen the pap 
would have us believe. 

It also restores missing depth to Sin- 
gapore’s official history by showing the 
costs as well as the benefits of pap rule. 
Singapore was once a pol- 
ity that respected the Brit- 
ish system of common law 
and paid heed to the im- 
portance of civil liberties 
and a free press, even if its 
implementation of these ide- 
als was imperfect; today the 
government’s powers are un- 
checked by any institution 
and the notion of individual 
rights is ridiculed as a West- 
ern imposition. 

Moreover, even if one ac- 
cepts that Malay national- 
ism, Chinese chauvinism, and subversion 
by the Malayan Communist Party all posed 
real dangers to the new nation, these es- 
says show how the PAP used these specters 
to crush dissent and establish a monopo- 
ly on political discourse. Time and again, 
the leaders of the competing groups were 
detained without trial or driven into exile 
based not on crimes committed, but rather 
because of what they might do, as the chap- 
ter on left-wing trade unions by Michael 
Fernandez and Loh Kah Seng makes clear. 

How did the pap turn its initially weak 
hand into a winner? Mr. Lee used the 
“united front” techniques of the commu- 
nists against them, forming alliances in 
order to eliminate the biggest threat, and 
then betraying his coalition partners when 
the time was right, as C.C. Chin’s chapter 
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shows. Mr. Lee garnered a reputation as a 
more ruthless street fighter than the com- 
munists that underpins his power to this 
day. As he has put it, “You take me on, I take 
my hatchet, we meet in the cul-de-sac.” 

At various stages the pap teamed up 
with the Malayan Communist Party, the 
trade unions, Malaysian nationalists, the 
Chinese-educated community and the 
Chinese business community. The muz- 
zling of the latter two groups in particular 
has left a lasting rift, the subject of essays 
by Yao Souchou and Sikko Visscher. 

Carl Trocki, co-editor of 
the volume, examines the 
legacy of David Marshall, 
Singapore’s first elected 
leader and later a prominent 
opposition politician. Mar- 
shall stands out as a symbol 
of all that might have been. 
An accomplished barrister, 
he was not skilled enough 
as a politician to carry the 
day. Yet he spoke forcefully 
for universal liberal values, 
as opposed to Mr. Lee’s self- 
serving idea that protecting 
the right to dissent runs against “Asian 
values.” His dismay at the abolition of the 
jury system still resonates today: 


At the same time the jury can be relied 
upon to block the tyranny of kings and 
governments in resisting pressure to con- 
vict against conscience. It is impossible to 
punish 12 anonymous people whereas it is 
not impossible to get at a judge appointed 
by the government. Let us remember that 
in Singapore the Prime Minister appoints 
the judges and there is nothing to stop him 
from appointing reliable ‘yes-men’ to the 
Bench. 


The volume’s other co-editor, Michael 


Barr, breaks new ground by tracing how 
young Catholic social workers fell afoul 
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of the government in 1987. In “Operation 
Spectrum,” the Internal Security Depart- 
ment detained 22 suspects on the grounds 
that they were involved in a Marxist con- 
spiracy to overthrow the state, and then 
coerced them into signing false confes- 
sions. In fact, as it later emerged Mr. Lee 
admitted, they were simply naive “do- 
gooders.” By conducting interviews with 
some of the detainees and their peers, Mr. 
Barr expands our un- 
derstanding of the sus- 
pects’ backgrounds. It’s 
clear that while they 
were influenced by 
left-wing trends with- 
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‘Let us remember that 
in Singapore the Prime 
Minister appoints the 


cussions down on the whole organization. 
Lenore Lyons describes how the city’s 
main feminist group, the Association of 
Women for Action and Research, reacted 
by restricting its advocacy to behind-the- 
scenes lobbying, carefully allowing the PAP 
to claim credit for new ideas. The leaders 
set boundaries for members’ actions that 
were well within the regime’s own “out 
of bounds” markers, thus ensuring the 
group’s survival. 
Finally, how is it that 
the pap has managed 
to impose its view of 
recent history on Sin- 
gapore’s population? 


in the Catholic Church, judges and there is noth- Cherian George’s con- 
they were far from be- : hi cluding essay on the 
ing adherents of Marx- ing to stop im fi rom ap- media shows that dur- 


ist liberation theology 
and indeed their orga- 
nizing posed less of a 
challenge to the gov- 
ernment than priests who had been pre- 
viously expelled. 

In fact their only “crime” was to help 
abused maids and the like. Yet the PAP 
carefully guards its prerogative to set the 
parameters of public discourse, so these 
activities were soon noticed and unoffi- 
cial warnings given. Still, the do-good- 
ers might have stayed out of prison had it 
not been for Mr. Lee’s alarm at the politi- 
cal activism of the Catholic Church in the 
Philippines and Latin America during this 
period. 

The 1987 arrests served an important 
purpose for the pap: killing the chicken to 
frighten the monkeys. As the memories of 
the chaotic period surrounding indepen- 
dence faded, Mr. Lee needed to remind his 
people that the ideological struggles of the 
past could still be revived in order to jus- 
tify a crackdown on dissent. 

And it worked. Civil society groups 
took note that the free-lance actions of 
their members could bring terrible reper- 
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ing the 1970s the gov- 
ernment closed down 
publications that in- 
sisted on criticizing 
the government and imposed licensing 
and ownership restrictions to ensure new 
challengers could not spring up. But the 
pap also understood the importance of 
avoiding the mistake of crushing the media 
to the point that it became merely a South- 
east Asian Pravda, which would cripple its 
effectiveness as a propaganda tool. 
Paradoxically, the pAp’s media policy, 
which is also analyzed elsewhere in this is- 
sue of the REVIEW by Garry Rodan, involves 
embracing two aspects of the Western me- 
dia: the imperative to make money and 
objectivity in news reporting. The govern- 
ment restricts competition, the media shies 
away from politically sensitive reports and 
shareholders are happy. The Western style 
of objective news reporting requires quot- 
ing experts, and in Singapore all authori- 
tative voices have been coopted by the Pap. 
Thus the feedback loop is closed, and alter- 
native views of current events or history are 
silenced, except in an occasional academic 
volume such as this. i 
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WHEN THE TOURISTS DESERT 
By Oakley Brooks 


GUIDEBOOK FROM A few years ago 
portrayed the Shangri La Resort, 
on the shores of Indonesia’s Lake 
Toba, as one of those prized, quiet, tucked- 
away jewels. But on the night my wife and 
I arrived, it looked abandoned. Hopping 
gingerly down a long, crumbling set of 
concrete stairs, I found the family of three 
that owned and ran the place; they had ap- 
parently closed up for the night at dinner 
time, content that my phone call to reserve 
a place had just been a tease, like so many 
others these days. “A lot of people call and 
never come,” said the round-faced, twenty- 
something son in simple Indonesian. They 
seemed stunned, not knowing what to do 
with us. I finally convinced his younger 
sister to sweep out one of the cottages in a 
darkened, empty row along the lakefront, 
and we hauled our stuff down the steps. 
We had escaped here to the North Su- 
matran highlands and the storied lands of 
the Batak people to get out of the heat and 
incessant Ramadan prayer calls in our tem- 
porary home in nearby Aceh. But after fer- 
rying across the lake to the once-famous 
destination of Samosir Island, our salv- 
ing holiday was sputtering. We brushed 
the dust from the tops of the pillows and 
sheets and tried to ignore the overpower- 
ing stench of mildew and the hordes of ants 
swarming the shower head. In the morn- 
ing, besides the utter emptiness and erosion 
of the place, we realized the dining hall was 
dormant and we were a good 10 kilometers 
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from any other eatery. We trudged back up 
the steps a final time. 

Lake Toba, shaped by a massive volca- 
nic explosion into Southeast Asia’s largest 
lake 75,000 years ago, is home to the gre- 
garious, music-loving, ornately architec- 
tural and formerly cannibalistic Bataks. 
The place was once the most popular In- 
donesian getaway outside Bali. But the last 
decade has savaged tourism operators here, 
as throughout the Indonesian archipelago. 
The Asian financial crash and Indonesia’s 
resultant political crisis started a visitor 
decline, and it’s been driven lower by the 
deadly Bali bombings by fringe Islamists in 
2002 and 2005, the Boxing Day tsunami in 
late 2004 and fresh bombings and earth- 
quakes in Java and Sumatra in 2005. The 
country lost roughly 500,00 visitors, or 10% 
of the previous year’s total, in 2003, recov- 
ered slightly and then took another big hit 
in 2006. Overall visitor spending in the 
country was $5.3 billion in 2007, still about 
a billion dollars less than in 1996. 

Places outside Java and Bali seem to 
have been hit the hardest. By 2006, arriv- 
als in North Sumatra’s Medan airport were 
half of what they were before the financial 
crash. At Toba, it’s clear that business is 
down and the old Mecca has begun to fray 
heavily around the edges. At the featured 
traditional village at the northern end of 
Samosir Island, all the wooden curios for 
sale are cobwebbed, and in little coves up 
and down the coast of Samosir, the mosqui- 
to fleet of ferries that once shuttled tour- 
ists to the mainland grow rusty from idle. 
Although a phalanx of two-story concrete 


motels and guest houses still cluster around 
the village of Tuk Tuk on Samosir, just a 
few can keep up with maintenance. 

To halt the decay in Toba and else- 
where, the Indonesian government dutiful- 
ly plunked down an extra $15 million this 
past year on television advertisements, pro- 
motional forums throughout Asia and local 
clinics on smiling, among other tricks of the 
tourism trade—all as part of a branded Vis- 
it Indonesia 2008 campaign. It was a mod- 
est sum, given that jaan India dropped 
that amount just on | 
television advertise- 
ments as part of its 
$70 million “Incredi- 
ble India” program in 
2006-07, and Malay- 
sia pumped $40 mil- 
lion into its successful 
“Truly Asia” visitor 
brand in 2000. 

While Indonesian 
leaders reported a 
slight uptick in visitor numbers bioi the 
first half of this year, it’s hard to see that 
the campaign has had a broad, uplifting ef- 
fect. The first-ever Asian Beach Games in 
Bali in October—a signature event of the 
Visit Indonesia campaign—suffered pain- 
fully sparse crowds. And I still get wistful 
monthly phone calls from a motel operator 
and guide fixer in Siberut Island, a UNESCO 
World Heritage site off the coast of Suma- 
tra, where I visited the homes of tattooed, 
animist indigenous groups in March and 
where trekkers used to roam by the hun- 
dreds. “When are you coming back?” the 
man keeps asking me. 

But as we settled into more comfortable 
digs in the tourist hub of Tuk Tuk, next to 
a vegetarian restaurant that hosted a small 
gaggle of Westerners, I began to see that 
Toba had already begun its own repair 
project. Underneath its crumbling tourist 
facade, you could still see a strong sense of 
pride, as if the dearth of visitors had given 
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the locals a chance to restake their claim 
to Toba, its landscape and the foundation- 
al culture. It’s a phenomenon that won’t 
always sell package tours in New York or 
Hong Kong; these are traits that are dif- 
ficult for an ad agency to communicate in 
a 30-second Tv spot. However, as more 
and more places stumble over themselves 
to be the next hotspots, sometimes it’s re- 
freshing to go to a place that doesn’t. They 
recommend themselves in their own par- 
ticular way. These are the places that we 
| As will seek out as the 
ie- world continues to 
amalgamate. 

North of Tuk Tuk 
one morning, we 
paddled our collaps- 
ible kayaks along the 
lily-padded marshes 
at the lake edge, the 
500-meter high walls 
of the volcanic cra- 
ter looming over ev- 
erything. A fisherman working a handnet 
from his dugout beckoned us over to have 
a look. When I unzipped the canvas skin of 
my boat to show him the metal frame, he 
was impressed. “But yours is a work of art,” 
I said. “We’d buy one from you.” Ah, but the 
trees are getting tougher to find today, he 
said, mixing in English gleaned from the 
days when the Westerners were more plen- 
tiful here. In the last five years, a business- 
man from the North Sumatran capital of 
Medan had led the logging of much of the 
hillside behind us, before locals helped stop 
him and resultant landslides. Without that 
drive, “Someday, we’ll just be a crowded 
city like Jakarta,” he said, laughing. 

We ran into others like him. One mini- 
van driver on Samosir told my wife: I love 
this place. I can be with my family and 
there’s always a chance to fish, he said. Over 
on the mainland hub of Parapat, we met an 
old man who farmed and ran a small con- 
venience shop. He’d been offered a house 
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to retire to in Jakarta, where his son is a 
famous Batak artist. But he wanted to stay 
around Toba and work every day. Working 
made him healthy, he told friends. 

Much is always made of the Bataks’ 
penchant for eating defeated enemies or 
deviants of the traditional code up until 
the early 19th century, apparently spicing 
up the doomed with chilies before decapi- 
tating them. But when they converted en 
masse to Christianity and gave up canni- 
balism after an onslaught of missionaries, 
it was the Batak creation myths rooted in 
the awing landscape of North Sumatra 
that survived. The animal kingdom, the 
legend goes, emerged from the branches 
of an original banyan which fell onto the 
ground and scattered into creatures. From 
the eggs of a bird, the first human was born 
on the highest point in Samosir. The visitors 
may come and go but the birthplace still in- 
spires a deep attachment not only for local 
Batak farmers and fishermen around the is- 
land—living in boat shaped wooden houses 
on stilts, with facades patterned in reds and 
blacks and carved with animal shapes—but 
also for professionals who’ve moved to the 
big cities to seek their fortune. 

And so “Save the Tao” T-shirts and stick- 
ers around Tuk Tuk marked a continuing 
campaign supported by Batak activists in 
Jakarta and Medan to clean up pollution 
from sewage, factories around the lake and 
fish farms, all of which began collecting in 
the 1990s in the slow-draining lake. 

One afternoon, we steamed an hour 
and half from Tuk Tuk to the village of 
Sigapiton and walked among heavy-tim- 
bered houses and rice paddies while Si- 
mon, a blonde, chain-smoking transplanted 
French-Canadian guide we’d befriended 
handed out soap and shampoo to trailing 
local kids. “This place hasn’t changed in 
the 20 years I’ve been taking people here,” 
he said. Withered grandmothers hung up 
washing done with rainwater collected off 
of tin roofs. Above it, the paddies formed a 
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massive amphitheater in a valley scoured 
out of the rim of the old volcano crater. 
We crossed over the earthen irrigation 
canals and passed the brightly hued con- 
crete tombs of the ancestors. Circling back 
to the village we came across a procession 
of women in pastel silk blouses, each with 
a kilo of rice balanced in a tall straw sack 
on her head. They had just left the church 
and were headed for the wedding recep- 
tion up the hill. Buried in each sack of rice 
was some money for the new couple. They 
sent us down to the little wooden chapel 
nearby to watch the final, stern-faced pho- 
tographs of the bridegroom’s party shot by 
a cameraman with an ungainly, 70s vintage 
video-cam. That’s when we noticed, among 
the remaining ladies in the narrow wooden 
pews, that fake hairbuns were all the rage 
when dressing up in Sigapiton. 

As we boarded the boat to leave, two kids 
splashed around next to an old rusted ferry 
nearby. On the ferry’s roof, somebody had 
painted the words Time is many. It seemed 
like a fitting piece of found art for this day 
and this place, at the roots of Batak life. Yet 
in reality, the painter, in the thick of mak- 
ing a living and not so separated from the 
hustle of modernity, had probably scrawled 
a phonetic Time is money. And sitting there 
staring at me it was a stark reminder that 
cold hard cash, not authenticity, is still the 
trump card here. 

Sure enough, the two swimmers nearby 
had quickly gotten dressed and called out 
from the deck of the ferry. “Money, money, 
money,” said one of them, twisting his face 
into a clown-like frown. “I’m poor, mister!” 
He reached out his hand with practiced hu- 
mility. I fought back a grin. I thought about 
tossing him a thousand rupiah note, for the 
act, but didn’t. 

We pulled away and the little kid, seeing 
no rupiahs, put his dukes up. I put up mine. 
We shadowboxed across the water, to the 
delight of his buddy, as the village receded 
into the old crater painted with paddies. I 
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Don’t Buy This Movie 


CHINA’S DVD PIRATES have gained market- 
ing sophistication in recent years—instead 
of packaging their wares with nonsense 
descriptions or blurbs for a different mov- 
ie, they copy and paste movie reviews from 
the Internet to help their buyers make an 
informed decision. 

Sometimes this strategy goes awry, 
however. For instance, in Shanghai this 
past weekend TT bought a copy of the 
French movie “Cash” (purely for the pur- 
pose of writing this blog entry, of course). 
The blurb on the box described the film 
thus: “‘Cash’ is a sad case of Paris playing 
Hollywood, and failing. The plot is a to- 
tal ‘Ocean’s Twelve’ knock-off, with bits 
of ‘Heist’ and ‘After the Sunset’ tossed 
in. Also, Catherine Zeta-Jones was about 
a zillion times hotter as Europol power 
bitch Isabel Lahiri (than Valeria Golino 
in the near-identical part of a struggling 
international forgery investigator). 

Everyone else is 
even more forgetta- 
ble, with the possible 
exception of Ciaran 
Hinds in the part of 
Julia’s hard-headed 
boss. Jean Reno, who 
appears in the small 
part of the big coun- 
terfeit kahuna, must 
have owed someone 
a favor. Don’t waste 
your time with this.” 

Is this kind of mis- 
take a competitive 
disadvantage for the 
DVD sellers? Probably not, given that each 


disc costs just a few yuan. Even a bad re- 


view may prove a selling point for those in 
search of a bit of mindless entertainment. 
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The Great Salad Heist 


PIZZA HUT IN China has 
been having a rough 
time with its salad bar 
rules — apparently the 
limitation that din- 
ers can only take what 
will fit in one bowl has 
been interpreted by 
some customers as an 
engineering challenge. 
(Hat tip to the Siu Yeh 
blog.) 





Displacing Food Fears 


AS A REPORT via Shanghaiist shows, the 
Chinese food safety folks are working hard 
to test products for contamination. But 
they’re evidently not doing much testing 
of Chinese-made products, since it con- 
tinues to be foreign authorities who are 
discovering new cases of tainted exports. 
Rather the General Adminis- 
tration of Quality, Supervision, 
Inspection and Quarantine is 
testing foreign products so 
that they can find a few cases 
to prove that see, the foreign- 
ers do it too! 

Caught in the net are Jap- 
anese soy sauce and wasa- 
bi—staple foods which must 
be carefully safeguarded lest 
any dangerous chemicals 
make their way into the food 


supply. 


a 
Contributions to Travellers’ Tales can be emailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales. 
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In the wake of the Mumbai attacks, with passions running exceedingly high, let us 
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